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Re: Montaup Electric Company and Eastern Edison Company, D.T.E. 98-83

Dear Secretary Cottrell:

Enclosed for filing are the following:

1. Petition by Eastern Edison Company (“Eastern”) and Montaup Electric Company
(“Montaup”) pursuant to the terms of the Restructuring Settlement approved by
the Department in Docket D.P.U./D.T.E. 96-24, and G.L. c. 164, § 76 for
Montaup to sell to Southern Energy New England, L.L.C. (“Southern™) its interest

in the Canal 2 generating facility.

2. Motion to Consolidate Montaup’s divestiture proceeding on the sale of Montaup’s
interest in Canal 2 with the divestiture proceeding of Cambridge Electric Light
Company, Commonwealth Electric Company, and Canal Electric Company

(“Canal™), which is a joint-owner of Canal 2.

' On July 15, 1998, Southem entered into an Assignment Agreement with Southern Energy Canal,
L.L.C., whereby Southern assigned all of its right, title and interest in the Asset Sale Agreement to

Southern Energy Canal, L.L.C.
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Each of the filings is discussed below.

1. Petition by Eastern and Montaup for the sale of Montaup’s interest in Canal 2.

_ Pursuant to the Restructuring Settlement for. Eastern.and Montaup that was,approved by

the Department in Docket D.P.U./D.T.E. 96-24 and the Federal Energy Regulatory Commission
in Docket Nos. ER97-2800-000 et al., Montaup committed to divest its generation business.
This petition implements that commitment. '

On May 15, 1998, Montaup agreed to sell and Southern agreed to purchase Montaup’s
fifty percent interest in Canal 2, a generating facility in Sandwich, Massachusetts (the
“Divestiture Transaction”). The Divestiture Transaction was part of a joint marketing and sales
effort with Canal, owner of the remaining fifty percent interest in Canal 2 and the operator of the
facility. Southern has agreed to pay Montaup $75,102,000, or approximately two times the net
book value of its interest in Canal. Copies of the agreements pertaining to the Divestiture
Transaction are included with the Petition.

The Department has jurisdiction and authority to review and approve the Divestiture
Transaction under the express terms of the Settlement and under its authority to supervise
electric companies (G.L. ¢. 164, § 76). Pursuant to the Settlement and the standards set forth in
G.L. c. 164, §1A(bX1), the method of the sale of Canal 2 and the proceeds of the Divestiture
Transaction should be deemed reasonable. More particularly, this filing demonstrates that the
Joint marketing team employed a “competitive auction or sale” that ensured “complete,
uninhibited, non-discriminatory access to all data and information by any and all interested
parties seeking to participate in such auction or sale.” G.L. c. 164, § 1A(b)(2). See Boston
Edison Company, D.T.E. 97-113, at 5-6 (1998). Additionally, the sale of Montaup’s interest in
Canal 2 is in the public interest, because the sale complies with the express terms of the
Settlement, is consistent with the Department’s procompetitive policies as expressed in D.P.U.
96-100, mitigates Montaup’s contract termination charges to Eastern, and reduces Eastern’s rates
to its customers,

The Petition for Approval of the Divestiture Transaction also seeks a finding by the
Department that Canal 2 may be designated an eligible facility pursuant to Section 32 of the
Public Utility Holding Company Act of 1935. Specifically, the Department’s approval of the
Petition should constitute express findings by the Department that it has sufficient regulatory
authority, resources, and access to books and records to exercise its duties, and that the
designation of Canal 2 as an eligible facility (1) will benefit consumers, (2) does not violate state
law, and (3) is in the public interest.

The Petition for Approval of the Divestiture Transaction is supported by testimony and
exhibits from the following witnesses: Michael J. Hirsh, who summarizes the transaction and
divestiture process; Donald T. Sena, who explains the financial elements of the transaction; and
John J. Reed, who describes the joint marketing process with Canal and demonstrates that the
split of the proceeds was reasonable and in the public interest. Montaup and Eastern also
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incorporate by reference the prefiled testimony of Michael R. Kirkwood and Frank J. Kinney, III,
filed on July 31, 1998, in D.T.E. 98-78.

2. Motion to Consolidate

In this proceeding, the Department must issue an order on the sale of the Canal 2 facility
and the reasonableness of the proceeds from that sale. Since Montaup and Canal jointly
marketed and sold the Canal 2 facility, the Department would undergo the same legal analysis
regarding the sale of the facility for each of the companies. Pursuant to 220 CMR 1.09, the
Department may order proceedings involving a common question of law or fact to be
consolidated for hearing on any or all of the matters in issue in such proceedings. Since the sale
of the Canal 2 facility for both Montaup and Canal involves common questions of law and fact,
in the interest of efficiency, Montaup seeks to consolidate the proceedings. In the filing by
Cambridge Electric Light Company, Commonwealth Electric Company, and Canal (together
“COM/Electric”) on July 31, 1998, COM/Electric also filed a Motion to Consolidate its
proceedings with the divestiture proceedings of Montaup related to Canal 2.

Accordingly, Montaup and Eastern seck the Department’s approval of the Petition for
Approval of the Divestiture Transaction and the Motion to Consolidate.

Finally, enclosed herewith please find a check for $100.00, the Department’s filing fee.
Please note that Montaup and Eastern have included with this filing computer diskettes that
contain the filing documentation. Please also note that the Companies have placed the filing on
Eastern Utilities Associates Internet Web page, which can be accessed at www.eua.com. Thank
you for your attention to this matter, and please call me if you have any questions concerning this
filing,

Very truly yours,
David A. Fazzone, P.C.

David A. Fazzone

Attorney for Montaup Electric Company and
Eastern Edison Company

Enclosures

cc: George B. Dean, Esq.
David L. O’Connor, Commissioner
David S. Rosenzweig, Esq.
Andrew J. Newman, Esq.
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COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

Eastern Edison Company

Montaup Electric Company D.T.E. 98-83

— Sttt

PETITION OF EASTERN EDISON COMPANY AND
MONTAUP ELECTRIC COMPANY FOR APPROVAL OF
DIVESTITURE TRANSACTION

Montaup Electric Company (“Montaup”) and Eastern Edison Company (“Eastern’)
hereby petition for approval pursuant to the Restructuring Settlement Agreement {“Settlement™)
filed and approved in Docket D.P.U./D.T.E. 96-24 and pursuant to Massachusetts General Laws
chapter 164, § 76 for the sale of Montaup’s interest in the Canal Unit No. 2 generation facility
(“Canal 27), located in Sandwich, Massachusetts, to Southern Energy New England, L.L.C.
(“Southern”).! Montaup and Eastern also seek a determination from the Department that Canal 2
may be designated an eligible facility pursuant to Section 32 of the Public Utility Holding

Company Act of 1935 (“PUHCA”™).

In support of the Petition, Montaup and Eastern state as follows:

1. Montaup is a Massachusetts corporation and an electric company as defined in
section ! of chapter 164 of the General Laws, and sells electricity for resale.

2. Montaup’s parent, Eastern, is an electric company as defined in Section 1 of
Chapter 164 of the General Laws, and provides distribution service to retail electric customers in

Massachusetts.

' On July 15, 1998, Southern entered into an Assignment Agreement with Southern Energy Canal, L.L.C., whereby
Southem assigned all of its right, title and interest in the Asset Sale Agreement to Southern Energy Canal, L.L.C.



3. Montaup and Eastern are signatories to a Settlement that was approved by the
Department in D.P.U./D.T.E. 96-24 (1997) and by the Federal Energy Regulatory Commission
in Docket Nos. ER97-2800-000, ef al. Under the Settlement, Montaup agreed to divest its
generating assets.

4, On May 15, 1998, Montaup executed a contract with Southern under which it will
sell its fifty percent non-operating ownership.interest in C.anal 2 (the “Divestiture Transaction™),

5. The implementation of the Divestiture Transaction requires the approval of the
Department under the express terms of the Settlement and under G.L. c. 164, § 76.

6. The Divestiture Transaction is consistent with G.L. c. 164, §§ 1A(b)(1) and (2) of
the Restructuring Act, enacted on November 25, 1997,

WHEREFORE, for the reasons stated herein, Eastern and Montaup respectfully petition
the Department to approve the Divestiture Transaction and make the following findings:

A. That the divestiture process to sell Canal 2 ensured complete, uninhibited non-
discriminatory access to all data and information by all parties seeking to participate in the
auction and therefore wa;s equitable as required by G.L. c. 164, §§ 1A(b)(1) and(2);

B. That the divestiture process maximized the value of the generating assets for
customers as required by G.L. c. 164, § 1A(b}(1};

C. That the Department has sufficient regulatory authority, resources, and access to
books and records to exercise its duties, and that the designation of Canal 2 as an eligible
facility, as defined in Section 32 of PUHCA (as amended by the Energy Policy Act of 1992)

(D) will benefit consumers,
(2) is in the public interest, and

3) does not violate state law, and



D. That the Department grant any other approvals and make any requisite findings as

may be necessary or appropriate in relation to this Petition.

Respectfully submitted,

EASTERN EDISON COMPANY
. -.MONTAUP.ELECTRIC COMPANY

By their attorneys,

il e

David A, Fazzone
David A. Fazzone, P.C.

and
Doron F. Ezickson
Laura S, Olton
Emily E. Smith-Lee
McDermott, Will & Emery
75 State Street
Boston, Massachusetts 02109
(617) 345-5000

DATED: August 7, 1998
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COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

Eastern Edison Company

Montaup Electric Company D.T.E. 98-83
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MOTION OF EASTERN EDISON COMPANY AND
MONTAUP ELECTRIC COMPANY
TO CONSOLIDATE PROCEEDINGS
Pursuant to 220 CMR 1.09, Montaup Electric Company {(“Montaup”) and Eastern Edison

Company (“Eastern”) hereby move to consolidate their divestiture proceedings with the request
to review and approve the divestiture of Cambridge Electric Light Company, Commonwealth
Electric Company and Canal Electric Company (collectively, “COM/Electric”) with respect to
the sale of the Canal Unit No. 2 (“Canal 2”) generation facility, located in Sandwich,
Massachusetts, to Southern Energy New England, L.L.C. (“Southern™).! Montaup and Eastern
have petitioned the Department, pursuant to the Restructuring Settlement Agreement approved in
D.P.U./D.T.E. 96-24 and pursuant to Massachusetts General Laws chapter 164, § 76 for the sale
of Montaup’s interest in Canal 2. Similarly, COM/Electric has petitioned the Department for
approval of divestiture of its interests in substantially all of their non-nuclear generating facilities

to Southern pursuant to the plan approved by the Department in D.P.U./D.T.E. 97-111.

In support of the Motion, Montaup and Eastern state as follows:

1. Canal Electric Company (“‘Canal’’) and Montaup each own a fifty percent interest

' On July 15, 1998, Southern entered into an Assi gnment Agreement with Southern Energy Canal, L.L.C., whereby
Southern assigned all of its right, title and interest in the Asset Sale Agreement to Southern Energy Canal, L.L.C.



in Canal 2. On February 25, 1998, Canal and Montaup entered into a Memorandum of
Understanding (“MOU”) to jointly market and sell Canal 2. As set forth in the MOU, the joint
marketing approach was designed to maximize the value of Canal 2 for Montaup and

COM/Electric.

2. On May 15, 1998, Montaup and Canal executed contracts under which they will

sell all interests in the Canal 2 generation facility to Southern.

3. In this proceeding, the Department must issue an order on the reasonableness of
the sale and proceeds of the Canal 2 facility. Since Montaup and Canal jointly marketed and
sold the Canal 2 facility, using the same experts and process, the Department would undergo the

same legal analysis regarding the sale of the facility for each of the Companies.

4, Pursuant to 220 CMR 1.09, the Department may order proceedings involving a
common question of law or fact to be consolidated for hearing on any or all of the matters in
issue in such proceedings. Since the sale of the Canal 2 facility involves common questions of
law and fact, Montaup and Eastern seek to consolidate their proceedings with the proceedings of
COM/Electric. Additionally, consolidation of the proceedings will result in the efficient use of
administrative resources and will allow both Montaup and COM/Electric to present their cases

expeditiously and avoid duplicative discovery and testimony preparation.

5. On July 31, 1998, COM/Electric filed a similar request in its divestiture docket to

consolidate its proceeding with Montaup and Eastern.



WHEREFORE, for the reasons stated herein, Eastern and Montaup respectfully request
that the Department grant their Motion to Consolidate Proceedings regarding the sale of the
Canal 2 generating facility.

.. ....Respectfully. submitted,

EASTERN EDISON COMPANY
MONTAUP ELECTRIC COMPANY

By their attorneys,

David A. Fazzone
David A. Fazzone, P.C.

and
Doron F. Ezickson
Laura S. Olton
Emily E. Smith-Lee
McDermott, Will & Emery
75 State Street
Boston, Massachusetts 02109
(617) 345-5000

DATED: August 7, 1998
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COMMONWEALTH OF MASSACHUSETTS
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY

Eastern Edison Company

Montaup Electric Company D.T.E. 98-83

T L S

PREPARED DIRECT TESTIMONY OF
MICHAEL J. HIRSH
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QUALIFICATIONS

Please state your name and business address.

My name is Michael J. Hirsh and my business address is 750 West Center Street, West
Bridgewater, Massachusetts.

What is your current position with EUA?

I am currently Vice President of EUA Service Corporation, Blackstone Valley Electric
Company (“Blackstone”), Newport Electric Corporation (“Newport™) and Eastern Edison
Company (“Eastern™) with the responsibility to oversee electric utility restructuring.
Describe your educational and professional associations.

I was graduated from Carnegie Mellon University in Pittsburgh, Pennsylvania in 1976
with a Bachelor of Science degree in a double major program - Electrical Engineering
and Public Policy. In 1983, I received a Master of Science degree in Electrical
Engineering from Northeastern University and, in 1986, I received a Master of Business
Administration degree from Northeastern University. I am a member of the Institute of
Electrical and Electronics Engineers, and a registered professional engineer in the State
of Rhode Island.

Please summarize your business experience.

I have worked for the EUA System for over twenty years and during that time I have held
positions in the engineering, planning and retail operations areas including Director of
Resource Planning, Director of Engineering, Vice President of Blackstone Valley Electric
Company and, immediately prior to my current assignment, Vice President of Technical
Services. 1have sponsored testimony before the Massachusetts Department of

Telecommunications and Energy (“Department”), formerly the Massachusetts
1
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II.

Department of Public Utilities, the Rhode Island Public Utilities Commission (“RIPUC”),

and the Federal Energy Regulatory Commission (“FERC”).

PURPOSE OF TESTIMONY

What is the purpose of your testimony?

On May 15, 1998, Montaup Electric Company (“Montaup”) entered into an agreement to
sell Montaup’s 50% ownership share in Unit No. 2 of the Canal Generating Station
(“Canal 2") to Southern Energy New England, L.L.C. (“Southern”), a subsidiary of the
Southern Company. At the same time, Southern executed agreements with Canal Electric
Company (“Canal”), a subsidiary of Commonwealth Energy System, to purchase Canal’s
50% share of Canal 2 and 100% ownership in Canal 1, giving Southern ownership of the
entire Canal Generating Station. This joint sale of Canal 2 is the result of a joint
marketing arrangement between Canal and Montaup which was developed to maximize
the value realized from the two companies’ divestiture of this unit. Both companies are
engaged in divestiture of their non-nuclear generating resources pursuant to state-

approved restructuring plans.

Montaup’s sale requires approval from the Department. The purpose of my testimony is
to summarize this filing, introduce the testimony of the other witnesses supporting this
filing, describe the joint marketing agreement and how it was developed, and describe
Montaup’s plans for completing its divestiture and securing all necessary regulatory
approvals.

How 1s your testimony organized?
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II1.

The remainder of my testimony is presented in six sections. First, I present an overview
of the filing and introduce the other witnesses. Second, I summarize the terms of the sale
to Southern and the associated transactions. Third, I describe the joint marketing effort
that produced the agreements with Southern. Fourth, I describe the terms under which
Southern will provide Wholesale Standard Offer Service. to.Eastern, Blackstone, and
Newport. Fifth, I discuss the basis for Montaup’s commitment to divest. Finally,

describe Montaup’s plans for completing its divestiture process.

OVERVIEW OF FILING
Please summarize the contents of this filing and the supporting testimony of the other
witnesses.
The completion of the transactions needed to transfer Montaup’s interest in Canal 2 to
Southern requires the Department’s approval. This filing describes the terms of the
proposed sale, demonstrates the consistency of the overall sale transaction with the
Companies’ approved settiement agreement and applicable state and federal policies,
including the Department’s divestiture policies and the Massachusetts Electric Industry
Restructuring Act (the “Act”) and demonstrates the benefits of the transactions for
Eastern’s retail customers. Exhibits attached to the filing include all of the agreements
pertaining to the sale of Montaup’s interest in Canal 2 and several related transactions.
These agreements are:
s Letter Agreement concerning approval by Southern’s Board of Directors [Exhibit
MJH-3];

s Asset Sale Agreement between Montaup and Southern, with associated exhibits and
3
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schedules [Exhibit MTH-4];

¢ Wholesale Standard Offer Service Agreement between Southern and Montaup’s retail
affiliates [Exhibit MYH-5];

o Guaranty of Southern’s parent in favor of Montaup [Exhibit MJH-6]; and

e Bill of Sale-and Agreement between Montaup-and Gommonwealth Electric Company

for the sale of switchyard transmission facilities [Exhibit MJH-7].

In addition to my testimony, this filing is supported by the following witnesses:

e Mr. John J. Reed, President of REED Consulting Group, assesses Montaup’s decision
to join in Canal’s offering process and evaluates the reasonableness of Montaup’s
share of the proceeds from the sale. [Exhibit JIR-1].

e Mr. Donald T. Sena, Assistant Treasurer of EUA, presents testimony describing the
benefits of the transactions to Eastern’s customers. [Exhibit DTS-1].

Also, we rely on the testimony filed by Messrs. Kirkwood and Kinney in D.T.E. 98-78

describing the process by which Montaup and Canal jointly marketed Canal 2 to

prospective buyers.

Please summarize your testimony.

Montaup is committed to divest its non-nuclear generating assets under its restructuring
settlement agreements, including the Restructuring Settlement Agreement (“RSA™)
approved by the Department in D.P.U./D.T.E 96-24 and the Stipulation and Agreement

(the “FERC Settlement™) approved by the Federal Energy Regulatory Commission in
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IV.

Docket Nos. ER97-2800-000, ef al. Montaup’s divestiture commitment also complies
with legislative mandates in Massachusetts and Rhode Island. To fulfill this
commitment, Montaup proposes to sell its 50% ownership share in Canal 2 (280 MW)
for $75.1 million to Southern. This sale is the result of a joint marketing agreement
between Montaup and Canal, the owner of the other 50% share of Canal 2 and the
remainder of the Canal Site. If approved, the sale will allow Montaup to mitigate the
Contract Termination Charge (“CTC”) due from Eastern under the FERC Settlement.
Under the FERC Settlement, the proceeds of this sale will mitigate the CTC, which will
flow through pursuant to the terms of the RSA and will result in reductions in retail rates
to Eastern’s customers. Through additional divestiture transactions, Montaup will sell its
remaining non-nuclear assets and seek to transfer or sell its purchased power entitlements
and nuclear assets.

Please summarize the approvals that Eastern and Montaup are requesting from the
Department.

In order to complete the sale to Southern and obtain the resulting savings for Eastern’s
customers, Montaup needs Department approval that a) the divestiture process used to
sell Canal 2 ensured complete, uninhibited non-discriminatory access to all data and
information by all parties seeking to participate in the auction, b) the divestiture process
maximized the value of the sale, and ¢) the designation of Montaup’s interest in Canal 2
as an eligible facility, as defined in Section 32 of the Public Utility Holding Company
Act (i) will benefit customers, (ii} is in the public interest, and (iii) does not violate state

law,

SUMMARY OF TRANSACTION TERMS
5
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Please describe the Canal Generating Station.

The Canal Generating Station consists of two fossil-fuel-fired generating units (Canal 1
and Canal 2) located primarily in the Town of Sandwich, Massachusetts (units and land
together, the “Canal Site”). Canal 1 is an oil-fired unit rated 566 MW which began
commercial operation in 1968. Canal 2 is rated 565. MW .and began commercial
operation in 1976. Canal 2 was designed as an oil-fired unit, but is now capable of
burning both oil and natural gas as a result of modifications completed in 1996. Canal
owns the station site, all of the Canal 1 unit, and 50% of Canal 2. Montaup owns the
other 50% of Canal 2 under a Joint Ownership Agreement executed in 1970. Both units
are operated by Canal.

Please summarize the ownership and operating agreements between Canal and
Montaup.

Ownershipvand operation of Canal 2 are governed by a Joint Ownership Agreement and
an Agreement for Use of Common Facilities, both executed in 1970, an Agreement of
Lease executed in 1972, and a Memorandum of Understanding regarding the natural gas
conversion, executed in 1993. Together, the four agreements are referred to as the
“Project Documents,” and are attached as Schedule 1.1(a)(37) to the Asset Sale
Agreement [Exhibit MJH-4]. Canal 2 is operated by Canal on behalf of both parties and
Montaup supports 50% of the cost and is entitled to 50% of the production. Montaup has
certain rights regarding improvements, operating decisions, and sale of Canal’s interest,
as described in the Project Documents.

Please summarize the transaction between Montaup and Southern.

Southern will purchase Montaup’s 50% ownership share in Canal 2 for $75.1 million,
6
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assuming all of Montaup’s rights and obligations under the Project Documents. This sale
price is contingent upon closing by November 15, 1998, In addition, Southern will
assume responsibility for supplying a share of Montaup’s wholesale Standard Offer
Service responsibility to Eastern pursuant to the RSA and the FERC Settlement. These
responsibilities are described more fully below.

Is Southern also buying Canal’s interest in Canal 2?

Yes. Under the joint marketing process conducted, Southern submitted a bid on, and was
awarded, the entire Canal Site. It has executed separate agreements for purchasing the
Montaup and Canal interests in the Canal Site.

Please elaborate on the November 15, 1998 contingency.

Under the terms of the Asset Sale Agreement between Montaup and Southern, if the
closing does not occur by November 15, 1998, then the purchase price may be adjusted
downward by $150,000 per month, up to a maximum adjustment of $750,000.

Is a closing of the sale of the Canal interest in the Canal Site a condition of closing
Montaup’s sale in Canal 2?

Yes. Section 8.1(f) of the Asset Sale Agreement [Exhibit MJH-4] states the closing with
Canal shall have occurred or shall occur concurrently as a condition of closing the
Montaup transaction. The Canal Asset Sale Agreement includes an identical condition
relating to the closing on the Montaup interest in Canal 2.

Please describe the disposition of Montaup’s existing power sales contracts associated
with Canal 2.

Montaup entered into an agreement, effective November 1, 1988, with Taunton

Municipal Lighting Plant (“Taunton™) to exchange 10MW from its share of Canal 2 for
7
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15MW of Taunton’s Cleary 9 unit. In addition, Montaup entered into a similar exchange
arrangement with Braintree Electric Light Department (“Braintree™), also effective
November 1, 1988, under which Montaup exchanges 25MW of its Canal 2 capability for
varying amounts of Braintree’s Potter 2 unit. Each of the arrangements has a term
extending to the earlier of the end-of-life of Canal 2 or the exchange unit, unless
terminated earlier by mutual agreement. The purpose of both of these exchanges was to
improve the parties’ generation mixes and reduce their power supply costs. In connection
with Montaup’s sale of Canal 2, the parties to the exchange arrangements have agreed to
terminate the exchanges by mutual consent.

Will Montaup be selling any of its ownership interests in the transmission facilities at the
Canal Generating Station?

Yes. All of Montaup’s ownership interests in transmission facilities at the Canal Site will
be transferred at Montaup’s book value to Commonwealth Electric Company under an
agreement between the two companies [Exhibit MJH-7]. This transaction is explained in
the testimony of Donald T. Sena. [Exhibit DTS-1]. Southern will be buying, from Canal
and Montaup, those station and switchyard facilities classified to the generation function
and needed to interconnect the Canal units to NEPQOL Pool Transmission Facilities
(“PTF”) at the Canal Site. FERC has exclusive jurisdiction under the Federal Power Act

over the disposition of these transmission and switchyard facilities.

JOINT MARKETING AGREEMENT

Please describe the terms under which the joint marketing of the Canal facilities was

conducted.
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The joint marketing was conducted pursuant to a Memorandum of Understanding
(*MOU?”) between Canal and Montaup executed on February 25, 1998 [Exhibit MJIH-2].
Under the MOU, Canal and Montaup agreed to join in marketing their interests in Canal
2 through the process being conducted by Canal and its financial advisor, Goldman,
Sachs & Co. (“Goldman™). The MOU describes how the proceeds from the eventual sale
are to be allocated to the parties and the terms by which the parties would work together
during the marketing process. The MOU allowed the entire Canal Site to be sold to a
single buyer in one transaction.

Why did Montaup agree to a joint marketing process?

By joint marketing, Montaup sought to obtain the maximum value for the sale of its
interest through the divestiture process. This point is further discussed by John Reed in
his testimony [Exhibit JJR-1]. Maximizing the sale value of the unit provides the greatest
possible reduction to the CTC that Montaup’s customers are obligated to pay and the
greatest possible benefit to Eastern’s retail customers.

Was Canal’s auction process already underway when the MOU was executed?

Yes. Canal had completed the non-binding first round of bidding and was in the process
of evaluating the proposals it had received.

Was the auction process being used by Canal and Goldman comparable to the process
that Montaup had proposed to the Department, RIPUC, and FERC in its previous filings?
Yes. Canal and Goldman were employing an identical method to the one that had been
proposed by Montaup and its affiliates in filings with the Department in D.P.U/D.T.E 97-
105, the RIPUC in Docket No. 2592, and in an informational filing to FERC on July 1,

1997. Montaup’s and Eastern’s divestiture plans were updated in a supplemental filing in
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D.P.U/D.T.E. 97-105 on November 21, 1997. These filings are described in Section VI
of my testimony.

Please describe how the joint sale was integrated into the Canal process.

The testimony of Michael R. Kirkwood [Exhibit MRK-1 in D.T.E. 98-78], describes in
detail the process used. In summary, after the MOU was. executed, Goldman contacted
qualified potential bidders identified by both Canal and Montaup and notified them that
bids for the Canal Generating Station would be accepted only for the entire Canal Site,
and only through the Canal process. All bidders who had previously been qualified to
participate in bidding for either the Canal or Montaup share of the Canal Site were given
the opportunity to submit a bid for the entire Canal Site.

Please discuss how the allocation of procegds between Canal and Montaup was
determined.

While bidders were evaluating the Canal Site as an integrated unit, they were in fact
bidding on two very different ownership interests. Montaup owns 50% of a generating
unit on the site (Canal 2) along with specific interests in certain common facilities and
50% of the gas pipeline, and has certain rights with regard to the operation of Canal 2 and
use of the related facilities as specified in the Project Documents. Canal owns the
remaining generation, transmission, common facilities and land, including development
rights, and is the operator of the existing facilities. There was no objective method by
which Montaup and Canal could determine what value the market would p.lace o11 one
interest relative to the other. Mr. Reed addresses this issue in his testimony. [Exhibit JJR-
1]

How, then, did Canal and Montaup arrive at the allocation specified in the MOU?
10
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The allocation was a product of intense negotiations over a period of several weeks
between Canal and Montaup. Montaup sought the review and advice of its advisors in its
divestiture process -- Reed Consulting Group and Salomon Smith Barney -- before
reaching a final agreement. Both advised that the allocation proposal to which Montaup
ultimately agreed was reasonable.

Please explain how the allocation works.

Proceeds are allocated on a sliding scale. Montaup receives the largest allocation of
proceeds, 20%, for the first $200 million received for the total site. For each additional
$50 million received, Montaup receives an incremental share as specified. For proceeds,
if any, above $400 million, Montaup receives 10%.

Were there any other adjustments to the proceeds allocated to Montaup?

Yes. Prior to applying the allocation, the total purchase price was reduced by 1.5% to
account for fees paid to Goldman for its role in successfully designing and running the
auction. Mr. Kinney’s testimony [Exhibit FJK-1 in D.T.E. 98-78] describes Goldman’s
role and provides additional evidence that the process complied in all respects with the
relevant provisions of the Act. In addition, after the allocation, there was an adjustment
in Montaup’s final sale price to reflect the cost of environmental commitments made by
Montaup.

Please explain these environmental commitments.

Under its Massachusetts and Rhode Island settlement agreements, Montaup is committed
to meet more stringent standards for emissions of certain air pollutants at Canal 2 than are
currently required by state or federal regulations. These standards take effect in 2010.

Since this commitment presents a risk to the buyer and this risk applies only to
11
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Montaup’s interest in Canal 2, bidders were asked not to consider it in their bids for the
Canal Site. They were informed that they would be asked to provide a separate price
adjustment for this obligation during the phase-two negotiations. Montaup’s final price

includes an adjustment for Southern assuming this obligation.

WHOLESALE STANDARD OFFER SERVICE

Please describe the Standard Offer Service provisions of the settlement agreements.
Standard Offer Service is a feature of the state restructuring legislation and the settlement
agreements designed to provide a competitively-priced source of electricity to retail
customers who have not yet chosen a supplier from the competitive market. Eastern has
committed to provide such service to its eligible retail customers pursuant to tariffs
approved by the Department (M.D.T.E. No. 364). Under the settlement agreements,
Montaup agreed to provide the wholesale power supply to enable Eastern, Blackstone,
and Newport to fulfill their Standard Offer Service obligations, under fixed, escalating
price terms subject to adjustment for a fuel index. The retail companies also have the
right, under the settlement agreements and by operation of law, to solicit bids from
alternative suppliers to provide the wholesale power supply for Standard Offer Service at
prices below those agreed to by Montaup. To the extent that Montaup retains obligations
to provide wholesale service for the retail Standard Offer Service, those obligations will
be transferred proportionally to the buyer(s) of its divested units.

Does Montaup’s sale of Canal 2 to Southern involve a wholesale Standard Offer Service

commitment?

Yes. As part of the overall sale transaction, Southern has agreed to provide 30.4523% of
12
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the full requirements of Eastern’s, Blackstone’s and Newport’s retail customers taking
Standard Offer Service, under the price and other terms to which Montaup agreed
pursuant to the settlement agreements.

Have Eastern, Blackstone and Newport conducted any solicitations for alternative
suppliers of this service?

Yes. Pursuant to the settlement agreements and provisions of the Act and the Rhode
Isiand Utility Restructuring Act of 1996, requiring Standard Offer Service to be
competitively procured, Eastern, Blackstone, and Newport conducted a solicitation for
wholesale power supplies in March 1998, The Companies received no conforming bids in
response. As a result, Montaup has continued to supply one hundred percent of the
requirements for this service. Massachusetts Electric Company and Commonwealth
Electric Company have also conducted solicitations or auctions of this service, and also
received no acceptable response.

Do the Companies intend to conduct further solicitations?

Yes. The Companies plan to conduct at least one additional solicitation for suppliers of
wholesale Standard Offer Service power in the fall of 1998. Any future solicitations
would be limited to the share of load responsibility still remaining with Montaup (i.e.,
“unsubscribed”), except to the extent that any agreement between the Companies and a
third-party wholesale supplier contains explicit rights for the Companies to seek lower-
priced bids to displace the supplier. The Wholesale Standard Offer Service Agreement
with Southern [Exhibit MJH-5] contains a provision allowing the Companies a one-time
oppottunity prior to January 1, 1999 to include Southern’s share of Standard Offer

Service load responsibility in an auction and to reduce Southern’s share as a result of the
13
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auction.
Please describe any state findings regarding the assignment of the wholesale Standard
Offer Service obligation to buyers of divested units.
The settlement agreements approved by the Department and by FERC include a provision
for the assignment of wholesale Standard Offer Service.obligations, also known as
“backstop” obligations, to divested units. Additionally, the Department has affirmed that
this assignment, in the context of the overall settlement parameters, benefits customers
and is reasonable. In approving the settlement agreement of Eastern and Montaup in
D.P.U/D.T.E 96-24, the Department found that:
“. .. a backstop obligation does not interfere with taking all reasonable steps to
mitigate transition costs to the maximum extent possible. Overall, the
Department finds that [Eastern and Montaup’s] mitigation plan based on divesting

its non-nuclear generation, including the effect of the backstop obligation,
substantially complies with the Act.” D.P.U./D.T.E. 96-24, Order at 82-83.

More recently, in approving the sale by New England Power Company of substantially
all of its generation facilities, the Department found that:
“. .. the value to standard offer customers of a known price path during the
transition period outweighs the potential cost of the backstop obligation.
Accordingly, the backstop obligation did not prevent the Company from

maximizing the value of the assets being divested.” D.P.U./D.T.E. 97-94, Order
at 29.

THE COMMITMENT TO DIVEST

Please discuss the basis for Montaup’s commitment to divest its generating assets and
entitlements.

The divestiture of the EUA System electric companies’ generating business has been

driven by legislative and regulatory action in both Massachusetts and Rhode Island and
14
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by restructuring orders from FERC. Each of the state initiatives, as well as FERC’s
action in Order Nos. 888 and 888-A, point to a realignment of the electric industry, with
generation functionally or corporately unbundled from transmission and distribution. In
light of this emerging structure, the EUA Companies entered into settlement agreements
with parties.in both Massachusetts and Rhode Island.in order. to resolve comprehensively
the myriad issues involved in restructuring. As part of those agreements, the EUA
Companies committed to the complete divestiture of their generating business.

Have the settlement agreements received the necessary regulatory approvals?

Yes. In Massachusetts, Eastern and Montaup filed the settlement agreement among
themselves, the Attorney General, the Division of Energy Resources (“DOER”), and
other parties with the Department in D.P.U./D.T.E. 96-24 on May 16, 1997. The
Department issued an order approving the settlement, as revised, on December 23, 1997.
The companion wholesale settlement between Montaup, Eastern, the Massachusetts
Attorney General and DOER, reflecting revisions as filed in D.P.U./D.T.E. 96-24, was
filed with FERC as part of a unanimous settlement of the jurisdictional wholesale issues
related to Montaup’s all-requirements contracts with Eastern, Blackstone, and Newport,
as well as its contract demand relationships with Middleborough Gas & Electric
Department, and Pascoag (RI) Fire District on October 29, 1997, The wholesale
settlements were uncontested. FERC conditionally approved the Companies’ wholesale
settlement agreements in Docket Nos. ER97-2800-000 ef @/ on December 19, 1997. On
January 20, 1998, Montaup made a compliance filing, satisfying FERC’s conditions.
FERC noticed the filing on February 4, 1998. No adverse comments were received.

Please explain the Massachusetts requirements for divestiture and the applicable
15
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standards of review.
On November 25, 1997, the governor of Massachusetts signed into law the Act, which is
designed to restructure the electric utility industry. Under the Act, utilities are required to

sell their non-nuclear generation facilities to third parties or to transfer such facilities, at

-market value, to an affiliate. . The Act provides that.companies. choosing to.divest must

“demonstrate to the [Department] that the sale process is equitable and maximizes the
value of the existing generation facilities being sold.” M.G.L. c. 164 § 1A(b)(1). The
Act further provides that the requirement to divest shall be satisfied if the facilities are
sold “in a competitive auction or sale in a process approved by the [Department] which
shall ensure complete, uninhibited, non-discriminatory access to all data and information
by any and all interested parties seeking to participate in such auction or sale.” M.G.L. c.
164 § 1A(b)(2). Montaup and Eastern submitted their plans for divestiture to the
Department in D.P.U./D.T.E. 97-105 on July 1, 1997 and supplemented their filing on
November 21, 1997.

COMPLETING MONTAUP’S DIVESTITURE

How are the EUA Companies proceeding with their commitment to divest their
generating assets?

The Companies are in the process of auctioning their non-nuclear assets and power
purchase agreements (“PPAs”) utilizing a methodology which is substantially the same as
the one filed with and approved by the RIPUC in Docket No. 2592 and filed with the
Department in D.T.E. 97-105. Montaup is also continuing its efforts to divest its interests
in nuclear generating facilities, pursuant to its commitment under the settlement

agreements. To realize the maximum value for its assets, Montaup has joined with Canal
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in its sale of Canal 2 as described in this filing. The sale of Montaup’s remaining assets
will come before Department in D.T.E. 97-105.

Does the sale of Canal 2 involve a Residual Value Credit adjustment to the Contract
Termination Charge pursuant to the settlement agreements?

Yes. Donald T. Sena, in his testimony. [Exhibit DTS-1],.describes Montaup’s proposed
calculation of the Residual Value Credit (“RVC") associated with its multiple divestiture
transactions. Montaup anticipates that a one-time filing to fix the RVC, incorporating the
net proceeds from the sale of all of its generating assets, is likely to occur within the
period of 90 days from the date of the first sale as allowed under the settlement
agreements. [Exhibit DTS-2, Section 1.1.4(c)] However, Mr. Sena explains how
multiple RVCs will be implemented in the event that Montaup’s multiple divestiture
transactions do not close within this timeframe.

Please explain why Montaup does not simpiy implement a partial RVC for this sale and
implement additional adjustments as other units are sold. |

Montaup proposes to minimize the number of RVC filings and RVC rate adjustments in
the interest of administrative simplicity and cost avoidance. By combining the RVCs into
a single adjustment, the added administrative cost associated with multiple rate filings
and rate adjustments can be avoided. Customers are not harmed by this approach since
they will receive credit for carrying costs from the date of closing of any transaction at
the weighted average cost of capital.

Have any other agreements for the sale or transfer of other assets or entitlements been
signed by EUA System electric companies?

Yes. On March 31, 1998, Newport executed an agreement to sell its seven diesel-fired
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generating units, with a total capacity of 16MW, to Wabash Power Equipment Company
for $1.5 million, approximately one-and-one-half times their depreciated book value.
Under the terms of the agreement, Wabash will remove the diesel units from their present
sites in Jamestown and Portsmouth, Rhode Island. Since the cost of these units is
included in Montaup’s CTC, the proceeds from this sale will contribute to lowering the

CTC obligations of Eastern.

On April 7, 1998, Montaup executed agreements with TransCanada Power Marketing,
Ltd. (“TransCanada™) under which TransCanada will assume Montaup's rights and
obligations under power purchase agreements with Ocean State Power, a two-unit, 600-
MW natural gas-fired Independent Power Producer in Burrillville, Rhode Island, in
exchange for a fixed schedule of monthly payments by Montaup. TransCanada has also
agreed to provide 14.4550% of the Standard Offer Service load obligations of Eastern,
Blackstone, and Newport. Montaup will require FERC approval under Section 205 of the

Federal Power Act in order to complete this transaction.

On June 24, 1998, Montaup executed agreements with Great Bay Power Corporation
(“Great Bay”) under which Great Bay will purchase, for $3.2 million, Montaup’s
2.89989% ownership interest in the Seabrook Station, an 1,150 MW nuclear facility
located in Seabrook, NH. Under the agreements, Montaup will pre-fund its share of the
decommissioning costs of the unit and Great Bay will assume all future decommissioning
liabilities. Great Bay will also provide 3.5946% of the Standard Offer Service load

obligations of Eastern, Blackstone, and Newport. Montaup and Great Bay need
18



approvals from fhe Nuclear Regulatory Commission, FERC, and New Hampshire and
Connecticut regulatory agencies, in addition to the Department’s approval of the “method
of sale and reasonableness of proceeds” pursuant to the RSA, in order to complete the
transaction.

Does that conclude your testimony?

Yes.
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Memorandum of Understanding



MEMORANDUM OF UNDERSTANDING

THIS MEMORANDUM OF UNDERSTANDING is made as of this 24 day of
February, 1998, by and between Canal Electric Company, a Massachusetts corporation ("Canal”),
and Montaup Electric Company, a Massachusetts corporation ("Montaup”). '

WHEREAS, Canal and Montaup are parties to an Agreement of Joint Ownership
dated as of October 27, 1970 (the "JOA™), pursuant to which Canal and Montaup constructed,
own and operate an electric generating facility situated on the Cape Cod Canal in Sandwich,
Massachuseits and referred to as "Canal Unit 2" ("Canal Unit 2"), each of Canal and Montaup
having a 50% owners Lg interest in Canal Unit 2.as tenants in common on the terms and
conditions set forth in the JOA; and

WHEREAS, Canal is the sole owner of the site on which Canal Unit 2 is located
and sole owner of an adjacent electric %cncrating facility known as "Canal Unit 1" ("Canal Unit
1"} and adjoining and related parcels of undeveloped real property (collectively, the "Canal Site"),
and is the operator of both Canal Unit 1 and Canal Unit 2; and

WHEREAS, Canal is interested in selling the Canal Site, Canal Unit 1 and its
interest in Canal Unit 2 and is in the process of conducting an auction of such assets with the
assistance of Goldman, Sachs & Co. as financial advisor to Canal (the " Auction"); and

WHEREAS, Montau 1s interested in selling its interest in Canal Unit 2, and
desires to have its interest in Canal Unit 2 included in the Anction; and

WHEREAS, Canal is willing to include Montaup’s interest in Canal Unit 2 in the
Auction.

NOW, THEREFORE, in consideration of the foregoing, the mutual covenants
contained herein and other good and valuable consideration, the parties hereby agree as follows:

1. Canal and Montaup each have provided to the other party copies of each
party’s confidential information memorandum covering Canal Unit 2, and will, promptly following
the date hereof, provide to the other party all preliminary and final bids submitted to each such
party to date by prospective third party purchasers with Tespect to the proposed purchase of each
such party's interest in Canal Unit 2.

2. Canal shall include in the Auction Montaup's interest in Canal Unit 2, by
soliciting from participants in the Auction bids which cover all of Canal's interest in the Canal Site,
Canal Unit 1 and Canal Unit 2, and Montaup's interest in Canal Unit 2. Promptly following the
date hereof, Montaup will prepare and provide to Canal for its review and approval a supplement

to Canal's confidential information memorandum describing the Montaup interest in Canal Unit 2
being made available for sale in the Auction,

3. Montaup agrees that the Auction will be conducted pursuant to the process
that has been designed by Canal and that Canal will continue to manage the conduct of the
Auction. Canal will keep Montaup apprised of developments in the Auction



process. Employees of Montaup and EUA Service Corporation will participate in meetings with
potential bidders and in'meetings regarding the Auction process.

4, If a sale of Montaup's interest in Canal Unit 2 is co nsummated as a result of
the Auction, Montaup shall be entitled to receive as consideration for its interest in Canal Unit 2
that percentage of the net consideration received by Canal and Montaup with respect to the sale
of the Canal Site, Canal Unit 1 (solely for purposes of this calculation) and the interests of both
Canal and Montaup in Canal Unit 2, determined as follows:

Net Consideration Percentage of
{000.000) [ncremental Amount
$ 0-200 20%
200-250 \ 1690+ - -
250-300 18%
300-350 14%
350-400 12%
> 400 10%

For purposes hereof, the net consideration shall be equal to 98.5% of the total purchase price paid
by the purchaser of such assets.

5. Canal shall not under any circumstances be deemed to represent, warrant
or guarantee that the Auction will be successful or that it will result in a fair price for the assets to
be sold pursuant thereto, including Montaup’s interest in Canal Unit 2.

6. Neither Canal nor Montaup shall be obligated to sell any assets pursuant to
the Auction if the price to be paid is not acceptable to either of them in their respective sole
discretions. The parties agree to dz:w:loc{)r terms and conditions for sale which are substantially
consistent with, and in the form of, the draft Asset Sale Agreement developed by Canal inciuded
in the Confidential Offering Memorandum dated October 1997 of Canal. In this regard, Montaup
shall agree to bear a proportionate share of any post-closing indemnification obligations and
purchase price adjustments to which Canal agrees with the purchaser of the Canal assets (other
than post-closing indemnification obligations of Canal with respect to environmental and other
matters for which the owners of Canal Unit 2 would not be responsible under the existing
contractual arrangements respecting Canal Unit 2) as is equal to Moritaup's proportionate share of
the total purchase price for the Canal assets paid by such purchaser. The parties shall jointly
consider on a case-by-case basis expenditures and commitments which are designed to optirmize
the terms and conditions of the sale of the Canal assets. Each party will indemnify the other
against the effect of any deviations in terms and conditions which are solely applicable to such
party's interest in Canal Unit 2 or its other assets or obligations associated with Canal Unit 2.

7. Canal agrees to provide to Montaup periodic progress reports with respect
to the Auction. : .

8. Montaup agrees that neither it nor its affiliates, agents or representatives,
will, so long as this Memorandum of Understanding remains in effect, seek to sell, offer to sell or
sell all or any part of its interest in Canal Unit 2 other than pursuant to the Auction and in
accordance with the terms hereof, nor will they or any of them contact any of the participants in
the Auction or make any public announcements (other than as required by law) with respect to the
Auction without Canal’s prior written consent, which it may grant or withhold in its discretion.

9. Each of Canal and Montaup hereby waives the right of first refusal rights
that each of them currently has under the JOA with respect to any sale of their interests in Canal
Unit 2 pursuant to the Auction. Each of Canal and Montaup hereby agrees not to make any
material commitments with respect to their interests in Canal Unit 2 o&fcr than as contemplated or
permitted by the JOA.



10. Montaup hereby agrees that it will notify all governmental parties with
which it entered into a settlement agreement on electric restructuring issues in both Massachusetts
and Rhode Island of the joint marketing effort with respect to Canal Unit 2. Each of Montaup
and Canal agrees to keep the other informed of all developments and communications relatin% to
the sale of Canal Unit 2 with such governmental parties, and each of Canal and Montaup further
agrees not to make any commitments with such governmental parties with respect to Canal Unit 2
without the prior written consent of the other and to use reasonable efforts to include the other in
all meetings with such governmental parties which relate to Canal Unit 2.

11.  The obligations of the parties under this Memorandum of Understanding -
(other than under Sections 1, 3 and 9 hereof) are subject to the approval hereof by the Boards of
Directors of each of Canal and Montanp within three days of the cﬁttc of this Memorandum of
Understanding.

12.  This Memorandum of Understanding shall terminate and be of no further
force or effect if definitive agreements for the sale of Canal's and Montaup's interests in Canal
Unit 2 have not been executed and delivered by each of Canal and Montaup on or before August
31, 1998, unless such date is extended by mutual agreement of the parties.

13.  Each of Canal and Montaup shall bear their own expenses in connection
with this Memorandum of Understanding and the Auction, and neither party shall be liable or
responsible for the costs and expenses of the other.

14,  The parties acknowledge their respective obligations under certain
Confidentiality Agreements executed by the parties and dated as of January 28, 1998, and hereby
agree that the provisions thereof shall continue in full force and effect notwithstanding the
execution and delivery of this Memorandum of Understanding. Nothing in this Memorandum of
Understanding shall be deemed to affect the respective rights and obligations of Montaup and
Canal under the JOA or under the Power Contract dated December 1, 1965 relating to (gana.l Unit

1, except as otherwise expressly provided herein.

15.  This Memorandum of Understanding may be executed in one or more
counterparts, which together shall constitute one and the same instrument. This Memorandum of
Understanding shall be governed by and construed in accordance with the laws of the
Commonwealth of Massachusetts, without giving effect to the conflicts of laws provisions in
effect therein. - :

IN WITNESS WHEREOF, the parties have executed this Memorandum of
Understanding as of the date first set forth above.

MONTAUP ELECTRIC COMPANY

By: /N~ AP -
Narfie: Kevin A. Kirby -
Title: Vice President, Power Supply
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INTRODUCTION

Please state your name, affiliation, and business address.
My name is John J. Reed. I am President of Reed Consulting Group (REED), 200 Wheeler

Road, Burlington, Massachusetts 01803.

Please describe the nature of the services provided by REED.

REED is a management, economic and financial consulting firm that provides services to
utilities, energy producers, major energy consumers, project developers and governmental
authorities throughout the United States and Canada. REED provides a wide array of
consulting services, including economic and financial analysis, rate and regulatory analysis,
litigation support and expert testimony, energy supply and market analysis, merger and
acquisition services, strategic and business planning services, restructuring and reengineering

services, energy policy analysis and project development services.

Please describe your professional experience.

I have served as an executive and manager with other consulting firms and as Corporate
Economist for Southern California Gas Company. I have provided expert testimony on rate
and regulatory matters in more than one hundred cases before the Federal Energy Regulatory
Commission (the “Commission”), the National Energy Board of Canada, more than fifteen
state utility regulatory agencies, and various state courts in civil proceedings. A summary of
my professional experience and educational background is presented as Appendix A to my

testimony,



II.

What is the nature of REED’s assignment for Montaup?

REED was retained by Montaup Electric Company (“Montaup” or the “Company”) in January
1998 to design and manage the marketing for the divestiture of its generation business.
REED’s role throughout this process has been to manage each aspect of the divestiture,
including defining the terms of sale, identifying and organizing all necessary information and
disseminating it to the interested parties, developing and implementing the marketing effort for
the assets, and managing the bidding process beginning with indicative bids through contract

negotiation and closing.

What resources are being marketed? |

The majority of Montaup’s generating resources, and those of its affiliates, are being
considered for sale. These include the ownership interest in Canal 2, the Somerset Station, the
Pawtucket Hydroelectric Station (owned by Montaup’s affiliate, Blackstone Valley Electric
Company), the ownership interest in Wyman #4 unit, several real estate parcels, and the

Company’s purchase power agreements.

What is the purpose of your direct testimony?

The purpose of my testimony is to describe Montaup’s ownership interest in Canal Unit 2, to
review the considerations that went into Montaup’s decision to jointly market the unit, and to
assess the reasonableness of the sale price received by Montaup for its ownership interest in

Canal Unit 2,

MONTAUP’S SALE OF CANAL UNIT 2



What are Montaup’s ownership interests in the Canal Generating Station?

Montaup is the co-owner, along with Commonwealth Energy System's affiliate, Canal Electric
Company (“Canal”), of Canal Unit 2, Canal and Montaup hold as tenants in common
undivided 50% shares in the unit. Canal also owns and operates Canal Unit 1, which along with
Canal Unit 2, related facilities and associated land parcels is known as the “Canal Generating
Station.” As part of its ownership interest in Canal Unit 2, Montaup has the associated
leasehold and personal property rights as well as the right to use, in common with Canal, Canal
Unit 1 facilities necessary for the operation of Canal Unit 2. However, Montaup does not have
any rights or ownership interests in the Canal site that would allow it to develop or participate
in the development of additional generation at the Canal site. These factors make less valuable
Montaup’s interest relative to Canal’s. In addition, Canal is the designated, sole operator of the
unit. Development potential of the site and operating control are deemed critical by most
prospective buyers of generation assets and, therefore, enable the holder of these rights to
command a premium relative to those who do not have ownership of these rights.

Please briefly describe the proposed terms of Montaup’s sale of Canal Unit 2.

Montaup is proposing to sell its 50% ownership share in Canal Unit 2 (280 MW) for $75.1
million to Southern Energy New England, L.L.C. This sale is the result of Montaup’s
participation, under a joint marketing agreement negotiated between Montaup and Canal, in the
auction process in which Canal and its affiliates offered all of their non-nuclear generating

facilities for sale.

How do Canal Unit 1 and Unit 2 compare?



III.

They are distinctly different. Canal Unit 1 is a 560-MW baseload, supercritical oil-fired unit
and is among the most efficient and hence lowest variable operating cost oil units in the
Northeast. Canal is the owner and operator of Unit 1, the output of which is completely
committed under unit sale agreements with Montaup (25%), Boston Edison Company (25%),
New England Power Company (“N'EP”) (25%), and Canal’s affiliates, Commonwealth Electric
Company and Cambridge Electric Light Company, which jointly purchase 25% of the unit’s
output. NEP’s rights under its Canal Unit 1 agreement will be transferred to USGen New
England, Inc. (*USGenNE”) with the consummation of NEP’s sale to USGenNE of its
ownership interests in its fossil and hydro units as well as the transfer of its power purchase
agreements. Canal Unit 2 is a 564-MW intermediate unit that is capable of burning both oil

and natural gas.

THE DECISION TO PARTICIPATE IN JOINT MARKETING

What role did REED play in support of Montaup’s decision to market its interest in
Canal Unit 2 jointly with Canal?

After we were engaged by Montaup to direct the marketing of its generating assets and power
purchase agreements in January 1998, we recommended that Montaup continue discussions
with Canal for the joint marketing of Canal Unit 2. REED believed that jointly marketing
Montaup’s interest in Canal Unit 2 was the best strategy for maximizing the proceeds from the
sale of its interest in Canal Unit 2, assuming fhat Montaup could negotiate a reasonable
agreement with Canal for the division of proceeds from the sale of the Canal Generating
Station. We confirmed this assessment based on discussions with a number of prospective

bidders who indicated that combining Montaup’s Canal Unit 2 entitlement with Canal’s would



cause them to increase their overall value for the generating station and, as such, would likely
result in higher per unit, i.e., $/kW, revenues from the sale for Montaup. Also, certain
prospective bidders indicated that they would only be interested in bidding for Canal Unit 2 if

they could bid on the entire unit.

What were the alternatives to jointly marketing with Canal?

Montaup could have separately marketed its 50% ownership interests in Canal Unit 2 as part of
its own divestiture process and not capture any of the potential synergies offered by joint
marketing. However, there were a number of disadvantages with this strategy. First, based on
our experience with other generation asset sales, it was clear that bidders would discount any
ownership interests that did not provide operating control of the unit. In addition, bidders for
Montaup’s entitlement in Unit 2 would essentially have a minority ownership interest in the
plant, i.e., approximately 25% of the entire station, and no rights to participate in the expansion
or repowering of the site. Therefore, it became clear that the best strategy for maximizing the
proceeds from the sale of Montaup’s ownership interest in Canal Unit 2 would be to enable one

bidder to purchase Canal’s and Montaup’s joint interests in Canal.

This suggested that parallel marketing might be a viable alternative, i.e., contemporaneously
with Canal. However, any bidder for Montaup’s interest in Canal Unit 2 in the Montaup
divestiture process could not be sure that it would be the winning bidder in the Canal auction,
and Montaup’s Canal Unit 2 ownership interest was much less valuable if the bidder did not

secure Canal’s interest. Therefore, under a parallel marketing scheme there was no way in



which Montaup could secure proceeds that did not reflect a significant discount relative to the

proceeds that were likely from jointly marketing the assets.

Was there an objective method that could be used by the two parties to determine the
relative value of Montaup’s and Canal’s interest?

No. The values placed on the differences between the respective rights of the two parties are
likely to vary from bidder to bidder and there is no objective method to determine a fair
sharing of the proceeds from the sale. Since bidders were asked to submit a single price for the
entire Canal Generating Station, it was necessary for the two parties to negotiate a fair sharing
of these proceeds. Naturally, at the time of the negotiation, neither party could know the
ﬁltimate sale price. Based in part on REED’s recommendation, the formula for sharing
proceeds from the sale was designed to provide Montaup with a higher percentage of proceeds
at the lower end of the price schedule. The overall schedule provides a reasonable allocation of

proceeds throughout the range on sale prices.

Do you believe that the allocation that Montaup agreed to was reasonable?
Yes. While REED did not participate in the negotiations, we advised Montaup in the

negotiations. In my opinion, the deal negotiated was reasonable.

THE REASONABLENESS OF MONTAUP’S PROCEEDS
Did Montaup maximized the price of its interest in Canal Unit 2 in the sale to Southern?
Absolutely. While it is very difficult to compare the results of generation sales that have

occurred on different terms and for ownership interests where the buyer may have had greater



rights than to be conveyed by Montaup, it is possible to make a general comparison based on
summary statistics. As shown on Exhibit JJR-2, Montaup’s sales price is comparable with
other generation asset sales, particularly given that Montaup’s ownership interest in Canal Unit
2 did not provide Southern with any rights to develop the Canal Generating Station site or

provide it with operating control.

Does this conclude your prepared direct testimony?

Yes.



-EXHIBIT JJR-2

Divestiture Proceeds Matrix



Exhibit JJR-2

NEE

SoCalEd 9,562 $1.19b $621 m $124 1.92
PG&E 2,645 $501 m $380m $189 1.32
BECo 1,987 $657 m $450 m $331 1.46
CMP 1,185 18846 m $240m 5713 1353
ComEnergy 984 $462 m $79m $470 5.85
Montaup 280 $75m $39 m $268 1.92
Canal 2
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QUALIFICATIONS

Please state your full name and business address.

My name is Donald T. Sena, and my business address is One Liberty Square, Boston,
Massachusetts 02109.

What is your present position?

I am the Assistant Treasurer of EUA Service Corporation (“EUASC”) and all Eastern
Utilities Associates (“EUA”) subsidiary companies, including Montaup Electric
Company (the “Company” or “Montaup”), Blackstone Valley Electric Company
(“Blackstone™), Newport Electric Corporation (“Newport”), and Eastern Edison
Company (“Eastern”) (Montaup, Blackstone, Newport and Eastern, together “the EUA
Companies™).

Please describe your responsibilities as Assistant Treasurer.

I have the responsibility for assisting the Treasurer of EUA in all Treasury functions
within the EUA System, including the following: planning and execution of long-term
financing for System companies; banking relations; cash management functions; EUA
investor relations; financial forecasting; and external financial reporting.

Please summarize your educational background and training.

I was graduated from Southeastern Massachusetts University (“SMU,” now the
University of Massachusetts at Dartmouth) in 1973 with a Bachelor of Science degree in
Accounting. In 1977 I received a Masters of Business Administration degree from SMU.
I have also attended several utility professional development programs, including the
Electric Council of New England ("ECNE") Skills of Utility Management Program and

the Irving Trust (now Bank of New York) Public Utilities Financial Seminar.



10

11

12

13

14

15

16

17

18

19

20

21

22

IL

What is your professional background?

I joined the EUA System in 1978 and was employed by EUASC as an Internal Auditor.
In 1980, I transferred to the EUASC Rate Department as a Rate Analyst. A year later, |
transferred to the newly formed EUASC Revenue Requirements Department. During the
period of 1981 through mid-1984, I held the positions of Revenue Analyst and Senior
Revenue Analyst while working in the Revenue Requirements Department. In mid-1984,
I was promoted to the position of Supervisor of Financial Services in EUASC’s Treasury
Department, located in Boston. My responsibilities in this position included financial
reporting and financial forecasting for all EUA System Companies. In 1988, I was
promoted to Manager of Treasury Services which extended my responsibilities to also
include overall budget administration for all EUA System Companies. In 1990, I was
promaoted to Manager of EUASC’s Rate Department, located in West Bridgewater. My
responsibilities encompassed the preparation and coordination of all rate filings for the
retail and wholt;sale electric companies within the EUA System. In July 1993, I was
promoted to Assistant Treasurer. My current responsibilities are as stated above. I have
previously sponsored testimony before the Rhode Island Public Utilities Commission

(“RIPUC™) and the Federal Energy Regulatory Commission (“FERC”).

PURPOSE OF TESTIMONY
What is the purpose of your testimony?
The purpose of my testimony is to support Montaup’s proposed sale of its 50%

ownership interest in Unit No, 2 of the Canal Generating Station (“Canal 2”) to Southern
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Energy New England, L.L.C. (“Southern”), by demonstrating the benefits to Eastern’s
retail customers of the transaction.

How is your testimony organized?

The remainder of my testimony is presented in three sections. First, I present a summary
of the benefits to Eastern that are produced by the divestiture of Canal 2, in the form of
reductions to the Contract Termination Charges (“CTC”) that Montaup is entitled to
collect from Eastern. Second, I describe the terms under which Eastern will reflect its
reduced CTC obligations in rates charged to its retail customers. Finally, I discuss the
disposition of Montaup’s ownership interest in transmission facilities at the Canal

Generating Station.

CUSTOMER BENEFITS OF DIVESTITURE

Please describe the estimated benefits to Montaup’s customers as a result of the proposed
sale of Canal 2.

As a result of the sale of Canal 2 to Southern and the sale of switchyard transmission
facilities to Commonwealth Electric Company (“Commonwealth™), Montaup will receive
$75.7 million in gross proceeds, and will terminate its existing entitlement exchange
agreements with Taunton Municipal Lighting Plant (“Taunton™) and Braintree Electric
Light Department (“Braintree”), thereby eliminating all future costs and revenues
associated with those arrangements. The net result of these transactions will be to reduce
the total CTC obligation of Eastern, Blackstone, and Newport. These reduced costs will
in turn reduce the transition charges paid by the retail electric customers of Eastern,

Blackstone, and Newport.
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How is Montaup’s CTC structured?

The CTC, which is defined in the Stipulation and Agreement between Eastern, Montaup,
the Attorney General and the Division of Energy Resources approved by FERC in
Docket Nos. ER97-2800-000 ez al (the “FERC Settlement™), comprises a fixed
component, which provides for the recovery of generation investments and regulatory
assets, and a variable component, which provides for the recovery of above-market
purchase power costs, nuclear decommissioning and related costs, and several other
categories of costs which can be estimated but which will not be known until they are
incurred.

Under the settlement agreements, how are the benefits of Montaup’s divestiture
transactions flowed back to its affiliated customers?

Net proceeds from the sale of generation assets, such as in the Canal 2 sale, will

reduce the fixed component of the CTC through the Residual Value Credit (“RVC”)
mechanism. The FERC Settlement defines the timing of implementing the RVC, and the
methodology to flow the credit to customers.

How are the benefits from the termination of Montaup’s exchange agreements with
Taunton and Braintree reflected in the CTC?

The exchange agreements are described by Mr. Hirsh in his testimony (Exhibit MJH-1).
The above-market costs associated with Montaup’s purchases from Taunton and
Braintree are included in the variable component of the CTC, as are the revenues
Montaup would receive associated with sales of Canal 2 under the exchange agreements.
Terminating these exchange agreements eliminates both the above-market costs and the

associated revenues that would otherwise be included in the collection of the variable
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component of the CTC. The net effect is a reduction in the variable component of the
CTC. During the first three years of the CTC, the variable component is set at a fixed
level. Differences between the set amount and the actual costs incurred are accumulated
in a Reconciliation Account. The accumulated Reconciliation Account will flow back to
Montaup’s wholesale customers beginning in 2001. The account reconciles annually
thereafter. The benefit of the purchase power contract terminations will be reflected as a
credit to the Reconciliation Account,

Have you performed any estimates of the residual value credit resulting from Montaup’s
sale of Canal 27

Yes. My prepared direct testimony and exhibits submitted to FERC in support of the
joint application for approval of the Canal 2 sale (Exhibit DTS-2) presents an estimate of
an “Initial RVC” that reflects only the proceeds from the Canal 2 sale. As is discussed in
detail in my FERC testimony, Montaup intends to file for approval and implement a
single residual value credit which reflects the divestiture proceeds from substantially all
of Montaup’s non-nuclear assets. However, since Montaup does not yet have definitive
agreements for the sale of all of its non-nuclear assets, the total residual value credit

cannot be estimated at this time.

SETTLEMENT PROVISIONS FOR ACCESS CHARGES

How will Eastern reflect its reduced CTC obligations to Montaup in lower retail rates for
its customers?

Under the Restructuring Settlement Agreement approved by the Department in

D.P.U./D.T.E. 96-24 (the “RSA”), Eastern is entitled to recover from its customers
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“[a]ccess charges that are designed to recover on a fully reconciling basis all contract
termination charges paid by Eastern to Montaup.” RSA Section L.B.1(¢), Exhibit DTS-3
at 8. Among other adjustments, Eastern’s access charges are “subject to a residual value
credit under” the FERC Settlement. Id Eastern will reduce its access charge rate
concurrently with the reduced CTC charges from Montaup.

Will all customers receive the same credit to their access charges?

Yes. Under the terms of Eastern ‘s Transition Charge Adjustment Clause, M.D.T.E.

No. 363 (Exhibit DTS-4):

The initial termination charge [CTC] shall be incorporated within the Transition
Charges [access charges] established for each rate class and distributed among the
several components thereof at a level equivalent to $0.03040/kWh through
December 31, 2000, subject to adjustment for the Residual Value Credit allowed
by the Federal Energy Regulatory Commission upon the divestiture of Montaup’s
non-nuclear generating facilities as they occur. Thereafter, the Transition
Charges for each rate class shall be adjusted by applying an Adjustment
Multiplier each time that the termination charge Montaup bills to the Company
changes. The Adjustment Multiplier to be applied to the Transition Charges for
each rate class shall be determined by:

1. Calculating the expected revenues from the application of the new
termination charge for the period during which the Adjustment Multiplier
will be in effect;

2. Calculating the actual revenue difference between the termination
charges paid and the Transition Charge revenues received during the
period beginning with the effective date of the initial termination charge
and ending with the effective date of the new termination charge;

3. Dividing the sum of the foregoing revenues by the initial termination

charge revenues calculated for the period during which the Adjustment
Multiplier will be in effect.

TRANSMISSION ISSUES
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Please describe the transaction involving Montaup’s ownership interest in transmission
facilities at the Canal Generating Site.

Southern will be buying, from Canal and Montaup, those station and switchyard facilities
classified to the generation function and needed to interconnect the Canal units to
NEPOOL Pool Transmission Facilities (“PTF”) at the Canal Site. Commonwealth, an
affiliate of Canal, will purchase Montaup’s and Canal’s ownership interests in PTF at the
Canal Site, and will continue to operate and maintain the Canal Site PTF, along with its
other PTF and non-PTF, pursuant to FERC-approved open access transmission tariffs for
itself and for NEPOOL. Under the terms of the Bill of Sale and Agreement between
Montaup and Commonwealth (Exhibit MJH-7), Commonwealth will pay Montaup the
net book value of the facilities shown on Montaup’s books as of the closing date of the
sale to Southern, approximately $600,000. Thereafter, Montaup will have no further
interest in transmission facilities at the Canal Site.

How will the CTC be adjusted to reflect the sale of these transmission assets?

Since the transmission assets are in Montaup’s CTC, the proceeds from the sale are _
included in the Initial RVC estimate, and will be included in the calculation of the RVC
which will be filed later for FERC approval.

Does this conclude your testimony?

Yes, it does.
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Docket No. EC98-

PREPARED DIRECT TESTIMONY OF
DONALD T. SENA

ON BEHALF OF MONTAUP ELECTRIC COMPANY



10

11

12

13

14

15

16

17

18

19

20

21

QUALIFICATIONS

Please state your full name and business address.

My name is Donald T. Sena, and my business address is One Liberty Square, Boston,
Massachusetts 02109.

What is your present position?

I am the Assistant Treasurer of EUA Service Corporation (“EUASC”) and all Eastem
Utilities Associates (“EUA”) subsidiary companies, including Montaup Electric
Company (the “Company” or “Montaup”), Blackstone Valley Electric Company
(“Blackstone™), Newport Electric Corporation (“Newport™), and Eastern Edison
Company (“Eastern”) (Montaup, Blackstone, Newport and Eastern, together “the EUA
Companies”).

Please describe your responsibilities as Assistant Treasurer.

I have the responsibility for assisting the Treasurer of EUA in all Treasury functions
within the EUA System, including the foliowing: planning and execution of long-term
financing for System companies; banking relations; cash management functions; EUA
investor relations; financial forecasting; and extemal financial reporting.

Please summarize your educational background and training.

I was graduated from Southeastern Massachusetts University (“SMU,” now the
University of Massachusetts at Dartmouth) in 1973 with a Bachelor of Science degree in
Accounting. In 1977 I received a Masters of Business Administration degree from SMU.

I have also attended several utility professional development programs, including the
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Electric Council of New England ("ECNE") Skills of Utility Management Program and
the Irving Trust (now Bank of New York) Public Utilities Financial Seminar.
What is your professional background?

1 joined the EUA System in 1978 and was employed by EUASC as an Internal Auditor.

In 1980, I transferred to the EUASC Rate Department as a Rate Analyst. A year later, I

transferred to the newly formed EUASC Revenue Requirements Department. During the
period of 1981 through mid-1984, I held the positions of Revenue Analyst and Senior
Revenue Analyst while working in the Revenue Requirements Department. In mid-1984,
I'was promoted to the position of Supervisor of Financial Services in EUASC’s Treasury
Department, located in Boston. My responsibilities in this position included financial
reporting and financial forecasting for all EUA System Companies. In 1988, I was
promoted to Manager of Treasury Services which extended my responsibilities to also
include overall budget administration for all EUA System Companies. In 1990, I was
promoted to Manager of EUASC’s Rate Department, located in West Bridgewater. My
responsibilities encompassed the preparation and coordination of all rate filings for the

retail and wholesale electric companies within the EUA System. In July 1993, I was

- promoted to Assistant Treasurer. My current responsibilities are as stated above. I have

previously sponsored testimony before the Rhode Island Public Utilities Commission

(“RIPUC™).

PURPOSE OF TESTIMONY

What is the purpose of your testimony?
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The purpose of my testimony is to support Montaup Electric Company’s (“Montaup™)
proposed sale of its 50% ownership interest in Unit No. 2 of the Canal Generating
Station (“Canal 2”) to Southern Energy New England, L.L.C. (“Southern”), by
demonstrating the benefits to Montaup’s customers of the transaction.

How is your testimony organized?

The remainder of my testimony is presented in five sections. First, I present a summary
of the benefits to Montaup’s customers that are produced by the divestiture of Canal 2, in
the form of reductions to the Contract Termination Charges (“CTC”) that Montaup is
entitled to collect from its affiliated wholesale customers. Second, I describe the terms
under which Montaup will collect the CTC, and the provisions for crediting Montaup’s
customers with the results of its stranded cost mitigation efforts through a Residual
Value Credit (“RVC”) to the CTC. Third, I discuss certain timing considerations
involved in the implementation of Montaup’s RVC. Fourth, I present a series of
schedules and workpapers illustrating the calculation of the RVC. Finally, I discuss the
disposition of Montaup’s ownership interest in transmission facilities at the Canal

Generating Station.

CUSTOMER BENEFITS OF DIVESTITURE

Please describe the estimated benefits to Montaup’s customers as a result of the proposed
sale of Canal 2.

As a result of the sale of Canal 2 to Southern and the sale of switchyard transmission

facilities to Commonwealth Electric Company (“Commonwealth™), Montaup will receive
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$75.7 million in gross proceeds, and will terminate its existing entitlement exchange
agreements with Taunton Municipal Lighting Plant (“Taunton™) and Braintree Electric
Light Department (“Braintree™), thereby eliminating all future costs and revenues
associated with those arrangements. The net result of these transactions will be to reduce
the total CTC obligation of Eastern, Blackstone, and Newport. These reduced costs will
in turn reduce the transition charges paid by the retail electric customers of Eastern,
Blackstone, and Newport.

Will Montaup’s unaffiliated wholesale power customers be affected by Montaup’s
divestiture transactions?

No. Montaup is providing wholesale power supply to Middleborough Gas & Electric
Department (“Middieborough”) and the Pascoag (RI) Fire District (“Pascoag”) at fixed
rates under separate agreements with those parties. Docket Nos, ER97-3127-000 and
ER97-2800-000. The services and rates provided under these agreements are not
affected by changes in Montaup’s CTC.

Will Montaup’s transmission customers be affected by Montaup’s divestiture or the sale
of its switchyard facility interests at Canal?

No. Montaup’s sale of its transmission facilities to Commonwealth will not affect
Montaup’s ability to offer open-access transmission service or its rates therefor under its
Open Access Transmission Tariff. Docket No. QA96-67-000.

Is Montaup requesting approval of its RVC associated with the sale of Canal 2 at this

time?
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No. As I explain more fully below, Montaup intends to file a separate application with
the Commission for adjustment of its CTC rates, incorporating the results of several
divestiture transactions. Ideally, Montaup will implement fully its RVC in a single

adjustment to the CTC within three months of the closing of the Canal 2 sale.

SETTLEMENT PROVISIONS FOR CONTRACT TERMINATION CHARGES

What agreements govern Montaup’s calculation and collection of its stranded costs?
During 1996 and 1997, the EUA Companies entered into settlement agreements with
parties in Massachusetts and Rhode Island in order to effect a comprehensive resolution
of the complex, interrelated issues associated with restructuring the electric utility
industry. As part of those agreements, the EUA Companies committed to a complete
divestiture of their generating business and Montaup was allowed to collect all of its
stranded generation-related costs through a Contract Termination Charge (“CTC™) from
its former all-requirements customers, Eastern, Blackstone, and Newport. The
calculation and collection of the CTC are governed by these wholesale settlement
agreements as approved by the Commission in Docket Nos. ER97-3127-000, ER97-
2800-000, and ER97-2338-000 on December 19, 1997, and as amended by Montaup’s
January 20, 1998 compliance filing. Agreements with parties in Massachusetts and
Rhode Island and approved by state regulatory authorities govern the retail aspects of
restructuring.

How is the CTC structured?
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The CTC comprises a fixed component, which provides for the recovery of generation

investments and regulatory assets, and a variable component, which provides for the

recovery of actual above-market purchase power costs, nuclear decommissioning and

related costs, and several other categories of costs which can be estimated but which will

not be known until they are incurred.

Under the settlement agreements, how are the benefits of Montaup’s divestiture

transactions flowed back to its affiliated customers?

Net proceeds from the sale of generation assets, such as in the Canal 2 sale, will

reduce the fixed component of the CTC through the Residual Value Credit (“RVC”)

mechanism. The settlement agreements define the timing of implementing the RVC , and
P

the methodology to flow the credit to customers. Exhibit MEC- ~ (DTS-2), Section

1.1.4(c).

How are the benefits from the termination of Montaup’s exchange agreements with
Taunton and Braintree reflected in the CTC?

The exchange agreements are described by Mr. Hirsh in his testimony (Exhibit MEC-1).
The above-market costs associated with Montaup’s purchases from Taunton and
Braintreee are included in the variable component of the CTC, as are the revenues
Montaup would receive associated with sales of Canal 2 under the exchange agreements.
Terminating these exchange agreements eliminates both the above-market costs and the
associated revenues that would otherwise be included in the cellection of the variable
component of the CTC. The net effect is a reduction in the variable component of the

CTC. Under the approved settlement agreements with Blackstone and Newport,
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Montaup is entitled to retain a portion of the CTC savings as a “Power Contract Buyout
Incentive Associated with Canal 2 Divestiture.” (Exhibits MEC-§-BVE (DTS-2-BVE)
and MEC-7-NEC (DTS-2-NEC) at 17, Section 1.2.2(b}(iv}). During the first three years
of the CTC, the variable component is set at a fixed level. Differences between the set
amount and the actual costs incurred are accumulated in a Recongiliation Account. The
accumulated Reconciliation Account will flow back to customers beginning in 2001.
The account reconciles annually thereafier. The benefit of the purchase power contract

terminations will be reflected as a credit to the Reconciliation Account.

IMPLEMENTING THE RESIDUAL VALUE CREDIT

Under the settlement agreements, when is the Residual Value Credit to be implemented?
Section 1.1.4(c) of Exhibit MEC- _f»'(%DTS-2) states that the RVC will be implemented
“within three months after completion of divestiture of the sale of any property,” and
“[t]be Residual Value Credit will be deemed to be fully implemented upon completion of
the initial divestiture process for Montaup’s non-nuclear generating facilities.” The
purpose of these provisions is to ensure that the mitigation benefits of divestiture are
flowed back to customers promptly upon Montaup’s receipt of any substantial divestiture
proceeds.

When will the “completion of the initial divestiture process™ occur for the EUA
Companies?

Completion of the initial divestiture process, for purposes of implementing Montaup’s

RVC, will occur upon the closing of the sales of both its Canal 2 interest and the



10

11

12

13

14

15

16

17

18

19

20

21

Somerset Station (“Somerset”). These units account for essentially all of Montaup’s
non-nuclear generating assets, and virtually all of Montaup’s RVC is expected to result
from the sales of these two assets. Once these two assets are sold, the RVC will be fully
implemented and there will be no further adjustments to the fixed component of the
CTC. Any future sales of assets or property will be reflected in the variable component
of the CTC, pursuant to the Settlement.

Why is it necessary to establish a completion date for the RVC?

Once Montaup’s Canal 2 and Somerset entitlements are sold, Montaup’s ability to
mitigate the CTC by divesting its owncd generating resources is, essentially, ended. By
declaring the RVC “fully implemented,” the stream of payments from the fixed
component of the CTC becomes truly fixed. At that point, Montaup can seek additional
savings through securitization or other financing mechanisms. |
Will the EUA Companies sell all of their generation-related properties in a single
transaction?

No, there will be multiple transactions. Newport has previously executed an agreement to
sell its diesel generating units, with closing expected to occur in the fourth quarter of
1998. The proposed Canal 2 sale may, under the terms of the Asset Sale Agreement
(Exhibit-. H), close as early as November 1998. The remainder of Montaup’s
generation-related assets are currently being offered in a market auction process, with
agreements anticipated in late summer. As a result, the sales of the various assets, to

different parties, will close in separate transactions.
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Since Montaup’s assets are not all being sold to a single.buyer in one transaction, how
does Montaup intend to implement the RVC?

Pursuant to the requirement in the settlement agreements that the RVC be implemented
“within three months of . . . the sale of any property,” Montaup will file a rate application
with the Commission for approval to implement an RVC, with the new CTC rates
proposed to become effective within three months of the ¢losing of the Canal 2 sale.
Assuming that the Somerset sale will close within three months of the Canal 2 sale,
Montaup intends to file a single RVC that will include substantially all of Montaup’s
non-nuclear divestiture transactions. The RVC will therefore be “fully implemented” in
a single filing and rate adjustment. The RVC will include al.l of the divestiture proceeds
received, reduced by transaction costs, lost revenues and other offsetting costs or accruals
associated with the filed transactions, pursuant to the terms of the settlements.

Depending on the timing of the two sale closings, this may require a waiver request to
make the RVC rates effective on less than sixty days’ notice.

How will the RVC be implemented if the Somerset sale does not close within three
months of Canal 27

Under the terms of the settlement agreements, Montaup must file to implement a RVC
within three months of completing the Canal 2 sale in any event. If the Somerset sale is
not going to be completed within three months of the Canal 2 sale, Montaup will seek
Commission approval to implement its RVC in two stages, with two separate rate filings.

Please describe the first RVC rate filing under this scenario.
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As soon after the closing of the Canal 2 sale as Montaup determines that the Somerset
sale will not close within three months, Montaup will file for Commission approval of a
CTC rate adjustment reflecting those net divestiture proceeds received up to and
including the Canal 2 sale (the “Initial RVC”).

Please describe how Montaup would complete the implementation of its RVC.

Within three months after the closing of the Somerset sale, Montaup would file a
supplemental rate application to complete the RVC implementation, capturing the
remaining proceeds and remaining costs associated with the divestiture. These rates
would be proposed to become effective within three months of the closing of the sale of
Somerset. The RVC would be fully implemented at that point, and the proceeds from
any future sales would be flowed through the Reconciliation Account.

In either scenario, would all of the offsets to sales proceeds (transaction costs, etc.) be
fully known at the time of the RVC implementation?

No, they would not. Montaup will propose in its RVC application(s) a mechanism and
schedule for truing-up and reconciling the RVC within a known period after

implementation.

“INITTIAL RESIDUAL VALUE CREDIT” ESTIMATE

How will the proposed Canal 2 sale affect the components of Montaup’s CTC?

The proposed Canal 2 sale will affect both the fixed and variable components of the
CTC. The fixed component will be reduced as a result of net sales proceeds and the

resulting RVC calculation. The variable component will be reduced as a result of the

10



10

11

12

13
14

15
16
17

18

19

20

21

22

23

24

termination of Montaup’s exchange agreements with Taunton and Braintree, as I
described earlier.
Have you performed any estimates of the expected RVC?
Since Montaup does not yet have sales agreements for all of its non-nuclear assets, we
have not performed an estimate of the RVC for the entire divestiture. I have calculated,
for this filing, an estimate of the RVC that would result strictly from the proceeds of the
Canal 2 sale. This serves as an estimate of the “Initial RVC” that Montaup would file
associated with Canal 2 if it was unable to include both Canal and Somerset in the same
RVC filing.
What are your assumptions underlying your estimate of the Initial RVC?
The following assumptions are used for the Initial RVC estimate:

(1)  Sale of Canal 2 takes place on 12/31/98.

(2)  Sales proceeds reflect the sale of Canal 2 to Southem and the sale of
Canal Site fransmission facilities to Commonwealth.

(3)  Offsets to total sales proceeds (Exhibit MEC-_, Section 1.1.4(c)) are
estimated as of 12/31/98. One-time adjustments for FAS 87, FAS 106
and FAS 109 are not included in this estimate,

(4)  All estimates are rounded to the nearest $100,000.
How is the Residual Value Credit calculated?
As detailed in the formula for calculating the CTC (Exhibit l\dECQE/?DTS-z), Section
1.1.4(c), the RVC will include the total proceeds from asset sales less i) potential
Employee Severance and Retraining costs, ii) revenues lost or gained as a result of retail
access, iii) post-1995 capital additions, and iv) transaction costs, including the costs of

refinancings made necessary by divestiture. In addition, the RVC applied to Blackstone
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and Newport will be further reduced to recapture a differential in the return on equity
applied to CTC balances, as stipulated in Section 1.1.2, footnote 4, of Exhibit MEC-$-
BVE (DTS-2_BVE) and MEC-}-NEC (DTS-2-NEC), and pursuant to the URA.

Have you provided exhibits that calculate the impact of your assumptions for Blackstone,
Newport, and Eastern?

Yes [ have. The exhibits for the calculation of the Initial RVC and the adjusted CTC
have been arranged numerically and grouped by subsets: “BVE”, “NEC” and “EEC” for
Blackstone-, Newport-, and Eastern Edison-specific information, respectively.
Therefore, each exhibit number, ¢.g., MEC-4-BVE (DTS-2-BVE), MEC-'Z—NEC (DTS-
2-NEC), MEC-§-EEC (DTS-2-EEC), will contain the same substantive information, but
the subset will designate that the amounts are for the specific company as identified
above.

How have you presented the estimated adjustments to the base CTC resulting from the
proposed sale of Canal 27

‘Where estimates can be made, I have done so. In other cases, there is no basis for a
reasonable estimate, so I have provided a placeholder for illustration purposes. Exhibit
1\41']5C-!‘0 ?BTS-B:), for all three Companies, is their respective Schedule 1 (CTC
calculation) as filed in the wholesale settiement agreements and approved by the
Commission on December 19, 1997. These schedules establish the “Base CTC” and are
the platform from which all adjustments have been made.

Please describe your calculation of the Initial RVC as a result of tﬁe Canal 2 sales

agreement with your stated assumptions.
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I would refer you to the calculation of the Initial RVC, Exhibit NIEC-\Q (DTS-4). This
exhibit follows the presentation of items calculating the RVC as outlined in Exhibit
MEC-\_",E)TS-Z), Section 1.1.4(c)(1) through (iv). The estimates used in this calculation
are explained below.

‘What are Montaup’s expected total proceeds from the proposed sale of Canal 2?

Total proceeds from the proposed Canal 2 sale are estimated at $75.7 million, as shown
on Workpaper page 1 (Exhibit MECJ:I (DTS-7)). To the stated proceeds of $75.1 from
Southern, I have added another $0.6 million associated with the sale of Canal 2
transmission plant to Commonwealth, as shown in the Bill of Sale and Agreement,
Exhibit MEC-_,

Will a reserve be established to cover employee severance costs, as provided in the
settlement agreements?

Yes. The Employee Severance cost estimate included in Exhibit MEC—};_\V(\[?TSA) is
equal to the total allowance for these costs provided in Section 1.1.4(c¢)(i) of Exhibit
MEC-E%DTSQ). A reserve will be established in this amount to cover actual severance
and related costs that Montaup incurs. Any amounts so reserved and not expended will
be flowed to Montaup’s customers through the Reconciliation Account.

What is Montaup’s estimate of its lost revenues?

The settlement agreements define the lost revenues in the Amendment, Section
1.1.4(c)(ii) of Exhibit MEC-E'EDTS-Z). Based upon this definition, Montaup’s estimate

of its total lost revenues as of December 31, 1998 is $17.3 million, as shown in

Workpaper page 5 (Exhibit MEC-2(DTS-7)).
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When will the lost revenues be known?

The actual amount of lost revenues will not be known until the books are closed for the
month in which the divestiture of Canal 2 or Somerset, whichever is later, is completed.
Please describe Montaup’s estimate of capital additions since 12/31/95.

The estimate for post-1995 additions included on Exhibit MEC-SV(}‘)\TS-@ reflects Canal
2 amounts only and was calculated by first reconciling actual December 31, 1997
gencration-related plant balances to the estimated December 31, 1997 balances included
in the Base CTC, Exhibits MECH-BVE (DTS-3-BVE) and MEC44NEC (DTS-3-NEC),
page 4 of 15, and Exhibit MEC-|-EEC (DTS-3-EEC), page 5 of 16. This reconciliation
provides the actual post-1995 net additions, including cost of removal, salvage, and
retirements, through December 31, 1997. Construction work in progress at December
31, 1997 and estimated expenditures for 1998 were added and then an estimated
depreciation amount for 1998 was calculated in ordef to arrive at an estimated post-1995
net additions amount through December 31, 1998. Workpaper pages 2 and 3 in Exhibit
MEC-H (DTS-7) support this estimate.

Please describe the nature of Montaup’s transaction costs.

These are legal and consultant fees and financing costs associated with restructuring the
capitalization of Eastern and Montaup which is necessitated as a result of the sale of
Montaup’s generation assets. Workpaper page 6 in Exhibit MEC-U(DTS-7) summarizes
these estimates. As stated on this workpaper, I have used placeholders for consulting and
legal fees of $2 million and $3 million respectively. The financing costs on this

workpaper cross-reference to Workpaper page 8 and reflect premium costs associated
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with recapitalizing Montaup and Eastern. Workpaper page 7 reflects debt and preferred
stock of Eastern’s capitalization which support the Montaup investment in rate base as of
12/31/97. Workpaper page 8, as I stated above, reflects our current expectation of the
reductions in the overall amount of capitalization as a result of reducing Montaup’s
plant/rate base, and Workpaper page 9 reflects our estimate of what Eastern’s
capitalization will look like after divestiture.
What are the net proceeds available for the Initial RVC after accounting for these costs?
Montaup’s net proceeds from the Canal 2 sale, and its Initial RVC, is estimated at $29.0
million, as shown on Exhibit MEC-N-EEC (DTS-4-EEC).
How is Montaup’s RVC allocated to Eastern, Blackstone, and Newport?
Pursuant to the Settlement Agreements, each of Montaup’s affiliated customers is
allocated a fixed percentage of the applicable RVC. Eastern’s share is 59.02% of the net
RVC as calculated above. Blackstone’s and Newport’s fixed shares are 29.13% and
11.85%, respectively, but the net RVC applicable to these companies is subject to a
further reduction to recapture a differential in the return on equity included in the CTC
calculations, pursuant to their settiements and pursuant to the URA.
Please describe the estimated differential in return on equity that will be netted from the
proceeds in calculating Montaup’s RVC as it applies to Blackstone and Newport.
As indicated in Exhibit MEC-6-BVE (DTS-2-BVE) and MEC-]-NEC (DTS-2-NEC),
Section 1.1.2, Footnote 4:

“The difference between the 11.34 percent and 13.09 percent returns as applied to

unamortized balances prior to the Divestiture date shall be recovered, if
Divestiture occurs, through an offset to the Residual Value Credit...”
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The 13.09% return for the Rhode Island Companies is derived by replacing the Base
CTC ROE of 9.2% with a “divestiture incentive” ROE of 11.4%. The amount included
on Exhibit MEC-Z-BVE (DTS-4-BVE) and MECf3-NEC (DTS-4-NEC) reflects the
differential between 13.09% and 11.34% for 1998 and is supported by Workpaper pages
10 and 11 (Exhibit MEC3) (DTS-7)).

What is the resulting RVC that you have estimated for Blackstone and Newport?

After deducting the “RI Return Differential” of $4.8 million, Exhibit MEC2-BVE
(DTS-4-BVE) and MECH3-NEC (DTS-4-NEC) indicate an estimated net Initial RVC of
$24.2 million to be applied to these two companies. Blackstone would receive a 29.13%
allocation of the net Initial RVC, and Newport would receive an 11.85% allocation, as
fixed in their respective settlement agreements (Exhibit MEC-§-BVE (DTS-2-BVE) and
MEC-7-NEC (DTS-2-NEC), Section 1.1).

Are there any other adjustments in calculating the RVC?

Yes. As shown on Exhibit MEC-(_V?I\)TS-@, 1 have also made an adjustment for
“Prepaid Taxes.” This adjustment relates to the current tax liability on the book gain of

the proposed Canal 2 sale which has not been previously supported by ratepayers. The

current tax liability used in this adjustment is calculated at the bottom of Exhibit MEC- 12

(DTS-4). Workpaper page 12 (Exhibit MEC-2} (DTS-7)) identifies the Canal tax basis in
the calculation as $19.6 million. The impact of this adjustment is not directly on the net
proceeds available for the RVC. Instead, this adjustment, along with an adjustment for
Accumulated Deferred Taxes, reduces the effective RVC basis for purposes of

calculating the approved refurn on unamortized RVC that is credited to customers.

16



10
11
12
13
14
15
16
17

18
19

20

21

22

23

24

_ g\
Does the calculation shown on MEC-: (DTS-4) represent your best estimate of the Initial

RVC based on the proceeds from the sale of Canal?
Yes, based on my current best estimates of transaction costs and other offsets to the
proceeds in calculating the RVC.
Would you update this calculation before filing with the Commission to implement an
RVC adjustment to the CTC?
Yes. AsI explained, Montaup will file a single RVC, if possible, reflecting the proceeds
from Canal, Somerset and any other assets or properties sold as part of the “initial
divestiture process.” If that is not possible, at the time Montaup files its Initial RVC, the
calculation would be updated to reflect the most current available proceed and cost
information.
How is the RVC flowed through the CTC that Montaup coliects from each of the retail
companies?
As indicated in Exhibit MEC-}?DTS-Z), Section 1.1.4(c)(iv),
“The Net Proceeds from the divestiture including amortization and the pretax
return specified in Section 1.1.2 on the unreturned credit balance net of tax
impacts shall be credited to the Fixed Component in equal annual amounts over

the period commencing on the date the Residual Value Credit is implemented
through December 31, 2009.”

The levelized calculation is presented as Exhibit MEC-¥(DTS-5). This exhibit shows
the annual flowback of the net mitigation amount and the calculation of the return on the
net mitigation amount over the period of 1999 through the year 2009. As stated above,
the RVC is to be returned in equal annual amounts, thus, a levelized credit stream was

calculated using a discount rate equal to the after-tax weighted average cost of capital.
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This levelized stream is depicted at the bottom of Exhibit MEC-\E‘)H)TS-S ). Exhibit
A0

MEC-_‘? (%)TS-G) contains the Schedule 1 (CTC calculation) pages that are impacted by

the RVC calculation. “Page 12 of 15” for the Rhode Island companies and “Page 13 of

3-%0
16” for Eastern of Exhibit MEC® (DTS-6) reflect the RVC applicable to each company

as calculated in Exhibit MEC-E‘ f'll)Ts-S). “Page 2" for each company in Exhibit MEC- {§-20
(DTS-6) reflects the company-specific share of the net fixed component adjusted for the
RVC and “Page 1” is the summary calculation of each company’s CTC adjusted for the
estimated RVC.

Please discuss the magnitude of your estimated Initial RVC relative to the Company’s
expectations.

This estimate is very much in line with the Company’s expectations. The structure of
Montaup’s power supply and, as a result, its CTC, are such that the RVC is not expected
to have a large impact on the CTC. The fixed component of Montaup’s CTC is roughly
40% of the total CTC in the first few years, and, of the total net book value underlying
the fixed component, Montaup’s non-nuclear assets represent only about 20%.

Therefore, before accounting for transaction costs and other offsets to sale proceeds, I
would expect the impact from an RVC covering the full non-nuclear divestiture to
provide a reduction in the CTC only on the order of about 8%. The offsets, as I
discussed above, are expected to be significant and will reduce the magnitude of the RVC
impact. I would note that in the calculation of the net Initial RVC described above, we
have deducted essentially the entire customer liability and other offsets associated with

the overall divestiture for costs such as lost revenues, refinancing, and employee benefits.
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Therefore, proceeds from remaining asset sales will be available almost entirely to

increase the RVC,

TRANSMISSION ISSUES

Please describe the transaction involving Montaup’s ownership interest in transmission
facilities at the Canal Generating Site.

Southern will be buying, from Canal and Montaup, those station and switchyard facilities
classified to the generation function and needed to interconnect the Canal units to
NEPOOL Pool Transmission Facilities (“PTF”) at the Canal Site. Commonwealth, an
affiliate of Canal, will purchase Montaup’s and Canal’s ownership interests in PTF at the
Canal Site, and will continue to operate and maintain the Canal Site PTF, along with its
other PTF and non-PTF, pursuant to Commission-approved open access transmission
tariffs for itself and for NEPOOL. Under the terms of the Bill of Sale and Agreement
between Montaup and Commonwealth (Exhibit H . ), Commonwealth will pay
Montaup the net book value of the facilities shown on Montaup’s books as of the closing
date of the sale to Southern, approximately $600,000. Thereafter, Montaup will have no
further interest in transmission facilities at the Canal Site.

What effect will the sale of these facilities have on Montaup's transmission rates?

None. Montaup’s rates approved in Docket No. OA96-67-000 do not include
investments in Canal 2 transmission plant. Montaup’s investment in Canal 2

transmission plant is currently being recovered through the CTC.

19



How will the CTC be adjusted to reflect the sale of these transmission assets?

Since the transmission assets are in the CTC, the proceeds from the sale are included in
the Initial RVC estimate, and will be included in the calculation of the RVC which will
be filed later for Commission approval.

Does this conclude your testimony?

Yes, it does.
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MONTAUP ELECTRIC COMPANY
AMENDMENT TO SERVICE AGREEMENT WITH
BLACKSTONE VALLEY ELECTRIC COMPANY UNDER
FERC ELECTRIC TARIFF, FIRST REVISED VOLUME NO. |
FORMULA FOR CALCULATING CONTRACT
TERMINATION CHARGES

1.1. The Fixed Component of the Contract Termination Charge shall include Blackstone
Valley Electric Company’s (“Blackstone™) 29.13 percent aliocated share of Montaup's costs

as shown on Schedule 1, Page 2, which shall include:

1.1.1 Revenues sufficient to amortize over a twelve year period commencing on
January 1, 1998 and continuing through December 31, 2009 the following plant

balances and regulatory assets:

(a) Plant balances shall include unrecovered net book value as shown on Schedule
1, Page 4, Column (7), of the following Montaup generation-related
investments as of December 31, 1997.Y exciuding any capital additions made

after December 31, 1995:

(i) Somerset Unit 6, Jet 1 and Jet 2 including general plant allocated to
generation; ’

(ii) Montaup's ownership Share of Canal Unit 2, including capital
additions past December 31, 1995, but committed prior to that date;

(iii) Montaup's and Newport's ownership share of Wyman Unit 4;

(iv) Montaup’s ownership share of Millstone Unit 3;

(v) Montaup’s ownership share of Seabrook Unit 1;

(vi}  Montaup's Entitlements in the Maine Yankee and Vermont Yankee
Units, including the balances for materials and supplies;

Y¥The figures shown on Schedule 1, Page 4, Column (7) are estimates and will be updated for
actual batances as of December 31, 1997, Changes, if any. shall be reconciled at the Divestiture

Date.
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(vil) Newport's generation related investment in the Diesel Units at Jepson
and Eldred;

(viii} Step-up transformers at Montaup generating units which are excluded
from Montaup's transmission rates;

(ix)  Montaup’s non-utility property; and

(x)  Generation-related property held for future use including net investment
in Somerset Unit §, through November 1, 1997, per settlement
agreement in Docket ER94-1062-000.

®) Regulatory assets shall include the generation-related unracovered net book

balances shown in Schedule 1, Page 5, Column (2), as of December 31,

19972

(i) FAS 109;

(ii)  Net pension liability/(asset) of Montaup and allocated to Montaup by
affiliates to the extent that they exceed 5% of the greater of the total
pension benefits obligation or the fair market value of plan assets.

(iii) Unamortized deferred FAS 106 costs;

{iv)  Unamortized deferred dredging costs;

v) Unamortized ITC; and

(vi)  Montaup's share of unamortized debt expense recorded on the balance
sheet of its parent, Eastern Edison Company,

1.1.2 Revenues sufficient to provide an overall pre-tax return of 11.34 percent based
on a combined state and federal income tax rate of 39.225 percent, and Montaup’s
1995 year-end capital structure as shown in Schedule 1, Page 14, Column (8),

including a return on common equity of 9.2 percent for the period prior to the

completion of the initial divestiture process for Montaup's non-nuclear generating

I'The figures shown on Schedule 1, Page 5, Column (2) are estimates and will be updated for
actual balances as of December 31, 1957.  Changes, if any. shall be reconciied at the Divestiture

Date.
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facilities (“Dive.stiture Date™)¥, and sufficient to provide an overall pretax return of
13.09 percent including 2 return on common equity of 11.4 percent for the period
after the Divestiture Date,¥ multiplied by the average of the beginning and ending
balances in each calendar year beginning in 1998 of the sum of the following:

(2) Unrecovered net book value of Montaup's generation investments as defined
under 1.1.1(a) above, plus

) Unrecoxfered net book value of generation-related Regulatory Assets as defined
under 1.1.1(b} above, excluding the unamortized ITC uncicr 1.1.1(b){v}, less

()  Deferred Taxes as shown in Schedule 1, Page 13, Column (9), equal to the
combined state and federal income tax rate of 39,225 percent, which shal! be
adjusted for changes in tax laws, muttiplied by the sum of:
(i) the unrecovered net book value of Montaup's generation investment,

plus
(i) = the unrecovered net book value of generation-related regulatory assets,

less

¥If Montaup sells its non-nuclear generating facilities in more than one transaction. the rights and
ubligations associated with the divestiture shall be allocated among the transactions using appropriate
aliocators. In the case of return, the allocator shall be based on the net book value of the soid facility
or facilities to total net book value of the non-nuclear generating facilities in Section 1.1.1¢a). This
percentage allocarion shall be applied 1o the total of plant, regulatory asset balances, and deferred tax
balances as set forth below,

¥The difference between the 11.34 percent and 13.09 percent returns as applied to unamortized.
balances prior to the Divestiture Date shall be recovered. if divestiture occurs, through an offset to
the Residual Value Credit. and the difference between the 11.34 percent and 13.09 percent returns
that occurs after the Divestiture Date shall be inciuded in the Reconciliation Account. The 11.34
percent and 13.09 percent rerurns shall be used as the remurn wherever a raturn is referenced
throughout this Appendix. However, the 13.09 percent return after the Divestiture Date shall be
adjustzd in aceordance with Section 1.1.4(d). Notwithstanding the above, an equity return of 9.2%
will he applied to Montaup's equity investment in the Ocean States Power facility for purposes of
estimating Contract Termination Charges under the Amendment,

CAFORMUL = LRED 3
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(lii)  the unrecovered balance of generation investment for tax purposes, less
(iv)  the unrecovered balance of generation-related regulatory assets for tax

purposes.

1.1.3 Revenues sufficient to: (i) amortize over a twelve year period commencing
on January 1, 1998 and continuing through December 31, 2009 the generation-
related, unrecovered net book balances associated with the FAS 106 Transition
Obligation of Montaup and allocated to Montaup by its affiliates®: and (ii)
pay a return of 7.25 percent equal to the interest rate reflected in the actuarial
analysis of the FAS 106 Transition Obligation of Montaup and allocated to
Montaup by affiliates multiplied by the outstanding balances remaining for the
FAS 106 Transition Obligation of Montaup and allocated.to Montaup by
affiliates. Following the Divestiture Date, these outstanding balances shall be
subject 10 a one time adjustment as set forth in Section 1.1.4(b) below. At the
sarné time, the interest rate return for the period after the Divestiture Date
shall be established using the most current actuarial analysis available at the
time, which rate shall remain in place for the remainder of the fixed cost
recovery period.

1.1.4 The Fixed Components shall be subject only to the following adjustments:

(@) For each month that the Contract Termination Date is delayed beyand
January 1, 1998, Montaup shall adjust the Reconciliation Account in

the Variabie Component of the Contract Termination Charge by an

¥Any FAS 106 Transition Obligation of Montaup and atlocated to Montaup by its atfiliates that is
not allocated to generating facilities shall be deemed transmission related.

CAFORMUL - L RED 4
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amount equal to the difference between the depreciation and
amortization expense authorized under the M-14 rate and the
depreciation and amortization under Section 1.1.1, together with the
associated return computed in accordance with Section 1.1.2 of this
Appendix, multiplied by Blackstone's 29.13 percent allocated share.
An exhibit showing the difference between depreciation and
amortization under the M-14 rate and the Contract Termination Charge
is included in Schedule 2.

Following the Divestiture Date and at the time of implementing the
Residual Value Credit, Montaup shall reconcile the balances in
Sections 1.1.1 and 1.1.3 for Blackstone's 29.13 percent allocated share

of (i) the unrecognized transition obligation, prior service cost, and

* unrecognized gains or losses associated with the FAS 106 obligation;

and (ii) the unrecognized transition obligation, prior service cost, and
unrecognized gains or losses associated with the FAS 87 obligation, but
the gains or losses associated with FAS 87 shall be rcco;grnized only to
the extent that they exceed five percent of the greater of total pension
benefits obligation or fair market value of plan assets. Montaup shall
fund the FAS 106 and FAS &7 obligations under this Section and

Section 1.2.2(f) as rapidly as permitted by the tax law up to the level of



Appendix 1
revenues collected for this purpose.¥ Any revenues associated with
these obligations that cannot be immediately funded shall be put into a
separate account on the books 10 be reserved with the return specified
in Section 1.1.3 until tax deductible funding becomes possible. The
one-time adjustment associated with FAS 106 and FAS 87, whether
fositive or negative, shall be subtracted from or added to the schedules
for prospective recovery of FAS 106, as appropriate, and amortized
with the return specified in Section 1.1.3 over the period between. the
sale and December 31, 2009. An exhibit showing the reconciliations is
included in Schedule 3, page 1. In additiorn, Montaup shall reconcile
the balances for Blackstone’s 29.13 percent allocated share of (i) the
FAS 109 regulatory asset; and (i} the general plant allocated to

- generation, provided, however, that any general plant not aliocated to
generation shail be functionalized to transmission. The one-time
adjustment associated with differences in the balances for FAS 109 and
general plant, whether positive or negative, shall be subtracted from or
added to the net proceeds reflected in the Residual Value Credit as
appropriate and shall be amortized, with the return specified in Section

1.1.2, over the period between the sale and December 31, 2009.

¥Montaup’s post-divestiture FAS 106 or FAS 87 gains or losses recognized on Montaup's hooks
shall be fully retlected in rates to customers and shall neither be retained nor borne by Montaup.
Montaup shail propose an allocation of these post-divestiture gains or losses berween customers
paying Contract Termination Charges and transmission customers.

COFIREMUL =T, RED 6
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{c) Montaup has agreed to divest its generating business within six months
after the later of the Retail Access Date as defined in the Settlement
filed in Docket ER97-3127-000 or the receipt of all governmental
approvals and other consents necessary for the divestiture. Within
three months after the compietion of divestiture or the sale of any
property,” the cost of which is included in the Contract Terminatir:m
Charge, Montaup shall implement a Residual Value Credit as a direct
offset to the Contract Termination Charges authorized under this
Amendment. The Residual Value Credit will be deemed 10 be.ful{y
impiemented upon compietion of the initial divestiture process for -
Montaup's non-nuclear generating facilities. Proceeds from the
divestiture which are realized after the full implementation of the
- Residual Value Credit will be reflected in the variable component of the

CTC as hereinafter described. The Residual Value Credit to
Blackstone shall be caiculated as follows:

(i) Blackstone's 29.13 percent allocated share of Total Proceedsy

¥Proceeds, if any, from Montaup's future leases of nuclear entitlements will also be flowed
through the Residual Value Credit if such proceeds can be definitively caleulated at the time the
Residual Value Credit is determined. The proceeds from leases determined after the Residual Value
Credit is set will be flowed through the Reconciliation Account as received.

¥As part of the terms of the Divestirure, Montaup shall require the buyer of the facility to pay
Montaup the net book value for all inventories and marerials and suppliss associated with the
generating facility. As a result. inventories and materials and suppiies for Montaup™s non-nuclear
racilities are exctuded from the plant balances under Section 1.1.1. and shall be excluded from the
calcutation of the Residual Vatue Credit. In addition, the Buyer may assume other ohligations that

t* FORMUL = #-HED 7
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equal to the sale price and other consideration received by
Montzup excluding $15 million? which purchasers will be

required to pay into an account for employee benefits pursuant to .

MIJE‘f;{m
4

(ii) The revenues lost or gained by Montaup between July 1, 1997 U»"-'-‘l;, ;
p
{ 9

Section 1.2.2(f), less

and the Divestiture Date measured by the difference between the
revenues excluding revenues attributable to items included in the
Contract Termination Charge or in Montaup's transmission rates,
that Montaup would have collected under Rate M-14 had it
continued to make the sales to Blackstone under Tariff | and the
revenues, exciuding transmission revenues and Contract
Termination Charge revenues, that it actually collected from sales
to Blackstone's customers during the period, together with a credit
for Blackstone’s share of the revenue from sales at no less than
market prices made by Montaup to third parties during the period,
provided, however, the jost revenues so caicuiated shall not

exceed $0.008 per kilowatthour multiplied by the number of

are inciuded in the variable component of the Contract Termination Charge. Montaup reserves its
right to revise the variable cost estimates and the amortization of fixed cost components in Schedule |
to reflect the assignment of obligations to the purchasers, if such revision is necessary 10 maintain a
stable and declining pattern of Contract Termination Charges as offset by the Residual Vaiue Credit.

¥This figure consists of $11.8 miltion as shown on Schedule 5 and an estimated $3.2 miltion for
Canal 2 based on Montaup's 25% share of employee costs for Canal Station. The parties agree 1o use
a reasonable actual figure for Canal 2 when avaiiable from Canal Eiectric.

¢ AFORMUL — LRED 8
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kilowatthours delivered? by Blackstone during the period
between July I, 1997 and the Divestiture Date, less

(i) Blackstone's 29.13 percent allocated share of capital investments
demonstrated to be prudently incurred after December 31, 1995,
excluded from the plant balances in Section 1.1.] (a) above ¥/
less

(iv) Blackstone’s 29.13 percent allocated share of reasonabie
transaction costs associated with the divestiture including the cost
of necessary refinancings, repurchases, and retirements of
securities occurring after May 1, 1997.

The Net Proceeds from the divestiture including amortization and the pretax

- - return specified in Section 1.1.2 on the unreturned credit balance net of tax
impacts shall be credited to the Fixed Component in equal annual amounts
over the period commencing on the date the Residual Value Credit is
implemented through December 31, 2009. The Residual Value Credit shall be
implemented even if: (i) the Divestiture Date occurs before the Contract

/g[wésmk—

' "Delivered", as used herein, refers to the kilowatt hours delivered by Newport other
than of purchases from Montaup under Rate M-14.

L'Montaup’s capital investments shall include construction work in progress. The investments in
= non-nuclear generating facilities during the period January 1, 1996 through May 31. 1997 are shown
in Schedule 4, These projects have been reviewed by the parties and are included as an offset to the
Residual Vajue Credit subject only to 2 further review for the reasonablensss of the amounts
- expended in the construetion of the projects under Section 3.5 of the Agreement. Montaup may
include additional projects, if any, at the time of the calcuiation of the Residual Value Credit. subject
tw the dispure resolution procedures under Section 3.5 of the Agreement,

¢ FORMUL ~4.RED 9
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Termination Date, or {ii) the Residual Value Credit exceeds the Contract
Termination Charge in any given year. If for any reason, generation assets
which were not sold at the Divestiture Date and therefore were not in the
Residual Value Credit but remained in the Contract Termination Charge, are
sold at a later date, the proceeds of such a sale will be amortized, with a
return as specified in Section 1.1.2, over the remaining fixed component
recovery period or over a five year period, whichever period is greater, and
credited to the Reconciliation Account as received.

(d) Effective with refinancings, repurchases, and retirements of securities relating
to assets being recovered through Contract Termination Charge, Montaup shall
flow through the Reconciliation Account the annual effects associated with any
differences between the 13.09 percent overall pre-tax return and the actual pre-
tax return, caiculated using an 11.4 percent return on common equity,
attributable 1o changes in the cost of long-term debt. preferred stock, capital
structure or income tax rates, provided that the overall pre-tax return shall not
exceed 13.09 percent so long as the yield on 10-year Treasury constant
maturities as reported in the Federal Reserve Statistical Release 1s 9 percent or
lower. In the event that the yield on Treasury maturities as so reported
exceeds 9 percent, the 13.09 percent overall pre-tax return shall be adjusted
to include Montaup's actual cost of iong-term debt and preferred stock using

an 11.40 percent return on common equity. This reconciliation will apply 1o

CAFORMLU L ~T7RED | 0
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the period foliowing the Divestiture Date whether or not securitzation has
been implememed. Notwithstanding the foregoing, nothing shall require a
change in capital structure prior to any financing to take advantage of
securitization.

Securitization will be implemented only if it would produce net savings
10 custo‘mers after taking into account all transaction costs including call
provisions and prepayments, if applicable. Notwithstanding the above, savings
from securitization, (pursuant to the terms of a qualified rate order), will be
reflected in the Contract Termination Charge, |

Any and all financing savings associated with refinancing related to
divestiture and following the implementation of the Residua]l Value Credit,
shall be allocated to the Contract Termination Charge through this paragraph,
and shall not be reflected in  Montaup’s capital structure used for transmission
rates. To the extent any financing savings are allocated to transmission rates
by FERC, however, they shall not also be allocated to the Contract

Termination Charge under this paragraph.

1‘1

The Variabie Component of the Contract Termination Charge shall include
Blackstone's allocated share of the iteﬁs specified in Section 1.2.2, below adjusted for the
Reconciliation Account discussed in Section 1.2.1.

1.2.1 The Variable Component shall be adjusted through a Reconciliation

Adjustment in which differences, whether positive or negative, between the estimates

1" FORMUL - +-RED 11
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for Contract Termination Charge Payments by Blackstone and Blackstone’s allocated
share of the estimaied variable costs listed in Section 1.2.2 below and actual Contract
Termination Charge payments by Blackstone and its allocated share of the actual
variable costs will be accumulated in a Reconciliation Account and added to or
subtracted from the Contract Termination Charge from Montaup to Blackstone. The
Reconciliation Account shall ziso include the adjustments under Sections 1.1.2, note
4, 1.1.4(3) and'1.1.4(d) above. A pretax return equal to that specified in Section
1.1.2 shall be included on any balance in the Reconciliation Account, whether positive
Or negative.

The Reconciliation Account shall accumulate through December 31, 2000, and
shall be used to adjust Montaup's Base Contract Termination Charges to Blackstone
on January 1, 2001. Thus, effective January 1, 2001, Montaup shall return or
collect Blackstone's allocated share of any outstanding balance in the Reconciliation
Account by implementing an adjustment to the Base Contract Termination Charges to

lackstone. Thereafier, the balance including the accumulated return in the
Reconciliation Account at the end of a year shall be used to-adjust Montaup's Base
Contract Termination Charges for the following year. Reconciliation Account
adjustments to the Contract Termination Charges shall not cause the Contract
Termination Charges to exceed 2.8 cents per kilowatthour. Any deferrals caused by
the limitation in the prior sentence shal! be carried forward with a return into the next

annual adjustment to the Base Contract Termination Charge. Any Reconciliation

CAFORMUL =k RED 12
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Account adjustments occurring prior to January 1, 200! that would otharwise cause
the Contract Termination Charge to increase or decrease Dy more than Q.2 cent per
kilowatthour shall be implemented up to 0.2 cents per kilowatthour. The excess
above 0.2 cents per kilowatthour shall be amortized .with a return .over the three-years
following January 1, 2001.

1.2.2 Blackstone’s 29.13 percent ailocated share of the specific cost items included
in the Variable Component are set forth in Schedule 1 at page 3. The difference
berween Blackstone’s percent allocated share of the actua! variable costs incurred by
Montaup and the estimated variable costs in this section shall be included in the
Reconciliation Account. The costs included in the Variable Component shall include
. the following:

(@) N mmissioni d Other Post Sh osts shown on
Schedule 1, Pages 6 and 7, shall inciude: (1) ali charges, excluding any
net incremental decommissioning costs caused by operations after the
Retzil Access Date, for decommissioning and site restoration assessed
to Montaup by the operators of each nuclear ciectric generating facility
specified in Section 1.1.1(a) (iv), (v), and (vi} above, subject to the
regulatory authority of the agencies having jurisdiction over the
operation and collection of such funds; (ii) all other reasonable post
shutdown costs associated with Montaup’s entitiements in the units

tisted in Section 1.1.1(a}, (iv), (v}, and (vi) above; and (iii) ali

- FORMUL ~ 1.RED i3
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remaining reasonable costs, including decommissioning costs and
unrecovered capital costs, associated with Yankee Rowe and
Connecticut Yankee shown on Schedule 1, page 7. Funding for the
decommissioning costs will be placed in irrevocable trusts in
accordance with NRC regulations. If, upon the completion of
decommissioning for any of the above listed nuclear generating
fa}cilities, it is deteﬁinw that there has been an over collection of
funds. such over collection will be transferred to Montaup’s
decommissioning fund for either Millstone 3 or Seabrook 1 pending
final disposition of their decommissioning. Once all decommissioning
is complete, any over collection will be refunded to Blackstone in the

Reconciliation Adjustment. Other post shutdown costs will also be

. fully reconciled in the Reconciliation Adjustment.

Montaup’s share of the Book Value of the Actual Nuclear Core at
Shutdown or time of sale, which Montaup has not previously recovered
through sales or lease proceeds and the Book ‘Value. of Materials and
Supply at Shutdown or time of sale, which have not been addresﬁed by ¥ )
other recovery mechanisms, will be recovered -with a carrying charée n
equal arhounts over three years at a pre-tax return provided for in

Section 1.1.2.

14
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(b)  Above Market Pavments to Power Suppliers will be (i) all payments by

Montaup for Long-Term Power Supply Contracts less the market value

realized from the resale of electricity purchased under the contracts into

the wholesale market, plus (ii) Economic Buyout Payments associated

with those contracts, less (ili} Credit for Unit Sales Contracts, plus (iv)

- the Power Contract Buyout Incentive realized.

(i) Long-Term Power Supply Contracts will be the power supply

contracts listed below which were in place as of December 31,

1995, between Montaup and a third party supplier, continuing to

the termination date of each contract. The Long-Term Supply

Contracts include:

- : (1)
@

(3)
(4)
(5)
6)
7
(8

%)

(10)
(1D

COFORMUL =1 . RED

Ocean State Power Iand II
Canal 1, including transmission wheeling, rental
andsupport payments
Northeast Energy Associates, including transmission
wheeling payments
Potter 2, including transmission wheeling payments
Cleary 9
McNelil, including transmission wheeling payments
Blackstone Hydro, Inc., including transmission
wheeling payments
Hydro Quebec, including AC and DC facilities
support payments
Pilgrim, including transmission wheeling, rental and
support payments
Bear Swamp Hydro
Green Mountain Power Peakers, including
transmission wheeling payments
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Economic Buyout Payments will be all reasonable
payments agreed to by Montaup after May 1, 1997
associated with the sale, assignment, disposition or buy
down of the Long-Term Power Supply Contracts.
Economic Buyout Payments shall be recovered as
incurred to the extent that current recovery does not
increase rates to customers above the level that would
have been incurred absent the sale, assignment,
disposition, or buy down of the Long-Term Power
Supply Contract. The portion of the Economic Buyout
Payment that cannot be recovered currently under the
prior sentence shall be deferred and recovered with the
return specified in Section 1.1.2 as soon as such
recovery will not increase rates to customers above the
level that would have been incurred absent the sale,
assignment, disposition, or buy dbwn of the Long-Term

Power Supply Contract.

For purposes of calculating above market payments in (b)(i)
and economic buyout payments in (b)(ii), associated with the

long term supply contracts with Ocean State Power [ and I,

16
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Montaup's total obligation under the contracts wiil be based on a
retumn on equity of 9.2%.

Credit for Unit Sales Contracts will be ali unit sales contracts
entered into by Montaup as of December 31, 1995, for sales
from (i) Canal Unit 2 if it is not otherwise subject to market
valuation and (ii) Contract Demands to non-affiliates, less the
market vaiue of these cc;nt:'acts as shown in Schedule 1, Page 3,
Columns (7) through (9).

Power Contract Buyout Incentive will be the sum of: (a) the
Power Contract Buyout Incentive Associated with Canal 2
Divestiture calculated in accordance with Schedule 3, pages 2
and 3; and (b) the Power Contract Buyout Incentive Independent
of Divestiture which shall represent 10% of the savings realized
by customers as the result of the sale, assignment, disposition or
buy down of its power supply contracts occurring outside of the
divestiture process. The Power Contract Buyout Incentive
Independent of Divestiture shall be determined at the time of the
sale, assignment, disposition or buy down. The Buyout Incentive
for the Ocean State Power units will be calculated in accordance
with Page 4 of Schedule 3. The Total Power Contract Buyout

Incentive shall not exceed $3.9 million, stated on a present value

17
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basis upon the divestiture using a discount rate equal to the
actua] pre-tax return in place following compietion of post
divestiture refinancing as determined under Section 1.1.4(d).
Montaup shall document the level of the Power Contract Buyout
Incentive in a report, and the amount of the Power Contract
Buyout Incentive shall be subject to the dispute resolution
procedures set forth under Section 3.5 of the Stipulation and
Agreement. The Power Contract Bu}out Incentive Associated
with Canal 2 Divestiture will be recovered in equal increments
over the period from the divestiture through December 31,
2009, with appropriate adjustments for the time value of money,
and the Power Contract Buyout Incentive Independent of
Divestiture will be recovered in equal increments over the
remaining term of the related purchased power contract, with

appropriate adjustments for the time value of money.

Above Market Fuel Transportation as shown in Scheduie 1, Page 13,

Column 10 will be Montaup’s continuing Jong-term payment obligations
associated with Capacity Payments to Algcmquin. Natural Gas Pipeline
for Canal 2 less the market value of that capacity, The Market Value
of Capacity Payments 1o Algonguin Natural Gas Pipelines will equal

the actual proceeds associated with the sale or assignment or

18
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termination of contractual obligations. For the purposes of calculating
the Contract Termination Charges, prior to the date that Montaup's
contractual entitlements to the pipeline capacity are assigned to a
nonaffiliate, the Market Value of Capacity Payments to Algonquin
Naturai Gas Pipeline shall be deemed to equal the savings associated
with actual unit operation on natural gas compared to the unit’s avoided
operation on oil at prevailing market prices. For illustrative purposes,
tt;e amounts shown on page 15 of Schedule 1 reflect 2 market value
which is 50 percent of the capacity payments.

(d)  Transmission wheeling, rental and support charges as shown in
Schedule 1, Page 3, associated with the transmission éf electricity from
Montaup's entitlements in Seabrook Unit 1, Connecticut Yankee, Maine

‘ Yankee, Millstone Unit 3, Wyman Unit 4, Canal Unit 2, Vermont

Yankee, which units are located off of Montaup’s transmission system.

These wheeling and support payments shall include only costs that are
excluded from recovery under Montaup’s and NEPOOL's open access
transmission tariffs or are not assigned to a purchaser of the unit. ¢

(e) Payments in Lieu of Property Taxes will inciude all reasonable -cos“ts‘
incurred by Montaup or its affiliates associated with payments in lieu of
property taxes o the cities and towns in which Montaup owns

generating facilities to mitigate the loss of tax revenues that those cities
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anﬁ towns would otherwise incur in connection with restructuring. For
the purposes of caiculating the Base Contract Termination Charges and
the estimate included in the Reconciling Account, the Payments in Lieu
of Property Taxes are assumed to be zero.

(f) Employee Severance and Retraining Costs as shown in Schedule I,
page 3, Column (13), will include all reasonable costs and expenses
ir}curred by Montaup or its affiliates associated with the adjustment of
their workforces in connection with the implementation of retail access,
divestiture, or the termination of Montaup’s Tariff No 1, including, but
not limited to early retirement, severance, retraining and other
reasonable costs associated with the implementation of the benefits 1o
empioyees included in Schedule 5. Montaup shall require purchasers of
its generating assets to pay $15 milliont? for the costs under this
paragraph incurred by Montaup or its affiliates. In the event that the
actual costs incurred under this paragraph are less than $15 million,
excluding costs found by FERC to be recovefable in Montaup's
transmission rates, Montaup shall flow back the difference to customers
in the Reconciliation Account. The procedure established in this

paragraph shall be the exclusive method for recovering the costs under

2 .
e parties agree that $11.8 million will he reserved for Mantaup and EUASC emplayess and esti that §3.2 milfion will he
renerved for Canal 2 and paid by the buyer of Canal 2. The Canal 2 figure may be adjusted when actuzl {igures are availahle [rom Canal
Eleciric.
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this paragraph, and, except in the event of legistation changing required
benefits, neither Montaup nor its affiliates shall be able to recover
more than 315 million, subject to the Canal 2 adjustment, for these
costs. Thus, for the purposes of calculating the Base Contract
Termination Charges and the estimate inciuded in the Reconciliation
Account, the Employee Severance and Retraining Costs are assumed to
be zero and, except in the event of legisiation changing required
benefits, these costs shall not result in an increase 1o the Reconciliation
Account or to the Contract Termination Charge.
Dazmages, Costs, or Net Recoveries from claims by or against third
parties shall include all damages, costs, or recoveries associated with

Montaup’s generating business which accrued prior to the date of

. divestiture and which were not: (i) inciuded in the reserves for

generation related, uninsured claims other than claims associated with
Environmental Response Costs as of May 21, 1994, plus annual
additions to the reserves for uninsured claims-in Montaup’s 'M-lé rate,
less actual payments out of the reserve for generation related claims
during the period from May 21, 1994 through the Contract Termination
Date; (ii) assigned to Montaup's successor in interest; (i) recovered
from Montaup's insurance carriers; or (iv) the result of gross

negligence. For the purposes of calcuiating the Base Contract
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T;erminat.ion Charges and the estimate inciuded in the Reconciliarion
Account, Damages, Costs, or Net Recoveries from claims are assumed
0 be zero.
Performance Based Rate for Nuclear Units Remaining After Divestiturs
shall credit value received that is not otherwise reflected in the Residual
Value Credit, or recover any payments Or costs associated with the
sale, lease or disposal of Montaup’s minority ownership share of the
Seabrook, Millstone #3, and Vermont Yankee Nuclear Units ("PBR
Nuclear Units") that are not otherwise reflected in the Residual Value
Credit. If Montaup is unable to sell, lease, assign, or otherwise
dispose of its PBR Nuclear Units on the terms set forth in the
Stipulation and Agreement prior to the Contract Termination Date, the
Performance Based Rate shall include 80 percent of the reasonable
going forward costs, including variable costs and post-1995 capital
additions on a cost of service basis, ¥’ associated with Montaup’s
PBR Nuclear Units that are not otherwise recovered in contract
termination charges less 80 percent of the revenues from sales of
energy or capacity from such units or entitiements that are not

otherwise reflected in contract termination charges. The Performance

In the event that the nuciear unit is retired before the end of its license life, the capital addition
shall be amortized with 2 return over the remainder of the license or in accordance with its
depreciation schedule, whichever is shorter.
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Based Rate shall apply for the period from the Contract Termination
Date 10 the date that Montaup either sells, leases, assigns or otherwise
disposes of the PBR Nuclear Units or to the date such units are
shutdown. Within six months prior to implementing the Performance
Based Rate, Montaup will consult with the Signatories on a
performance standard for nuclear safety indicators and will file such
performance standard with a maximum potential credit for
nonperformance of $250,000. Such sales, if any, shall not be made
directly to Blackstone's retail customers, however, Montaup shall
retain the right to use its minority shares of the PBR Nuclear Units to
fulfill its backstop obligations under the standard offer, For the

purpose of calculating the Base Contract Termination Charges and the

. estimate included in the Reconciliation Account, the Performance Based

Rate for Nuclear Units is assumed to be zero.

Environmental Response Costs defined as:

{0 Reasonable and prudently incurred costs associated with the
investigation, testing, remediation, liabilines, damages, claims,
settlements, or judgments attributable to or incurred by
Montaup or Blackstone relating to deposits or waste from
divested generating facilities off the site of properties sold,

whether or not such material is regulated under the statutes and
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authorities referenced in paragraph (iv), including material
deposited before the Divestiture Date at disposal sites, sites to
which material may have migrated from off-site disposal sites,
or any off-site location at which generation related materia! may
have been deposited before the Divestiture Date associated with

T . the operation of generating facilities soid pursuant to the
divestiture plan;

(i}  Reasonable and prudently incurred costs associated with the
investigation, testing, remediation, liabilities, dﬁmages. claims,
settlements, or judgments attributable to or incurred by Montaup
or Blackstone relating to deposits and wastes occurring prior to
the Divestiture Date whether or not such material is regulated
under the statutes and authorities referenced in paragraph (iv)
from facilities located within the switchyards for which
Montaup will retain a permanent easement on parcels that are
otherwise being divested if such costs-are not recovered in
transmission rates;

- (iif) Reasonable and prudently incurred costs associated with the
purchase of property that is acquired as part of an overall
mitigation and response plan associated with sites identified in
paragraphs (i) and (ii);

e
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The statutes and authorities referenced in paragraphs (i) and (ii}
shall be the Comprehensive Environmental Response,
Compensation and Liability Act (CERCLA), Resource
Conservation and Recovery Act (RCRA), Massachusetts G.L. ¢.
21C and 21E, and Rhode Island General Laws 23-19.14, or any
other laws, regulations or orders by courts or governmental
authorities, or resulting from claims and contentions arising in
tort, breach of contract or violation of law;
Except for property acqu.ired under paragraph (iii),
Environmental Response Costs shall not include costs associated
with the investigation, testing, remediation, or other liabilities
relating to property acquircd after the Divestiture Date.
Environmental Response Costs recovered under paragraphs (i),
{ii), and (iii) shall also be offset by: (i) proceeds from
insurance companies related to Environmental Response Costs:
(ii) proceeds from the sale of properties purchased under
paragraph (iil); and (iii} recoveries from third parties:
Nothing herein is intended to limit, alter, or otherwise affect
any liability of Montaup to governmental authorities or third
parties other than the buyer or buvers of Montaup generating

facilities under any environmental law including those
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MONTAUP ELECTRIC COMPANY
AMENDMENT TO SERVICE AGREEMENT WITH
NEWPORT ELECTRIC CORPORATION UNDER
FERC ELECTRIC TARIFF, FIRST REVISED VOLUME NO. |
FORMULA FOR CALCULATING CONTRACT
TERMINATION CHARGES

1.1  The Fixed Component of the Contract Termination Charge shall include Newport
Electric Corporation’s (*Newport™) 11.85 percent allocated share of Montaup’s costs as
shown on Schedule 1. Page 2, which shall include:
1.1.1 Revenues sufficient 10 amortize over a twelve year period commencing on
January I, 1998 and continuing through December 31, 2009 the following plant
balances and regulatory assets:
(a) Plant balances shall include unrecovered net book value as shown on Schedule
1, Page 4, Column (7), of the following Montaup generation-related
investments as of December 31, 1997,% excluding any capital additions made
afier December 31, 1995:
(i) Somerset Unit 6, Jet 1 and Jet 2 including general plant allocated 10
generation;
(i)  Montaup's ownership Share of Canal Unit 2, including capital additions « ~
past December 31, 1995, but commitied prior to that date; -
(i)  Montaup’s and Newport's ownership share of Wyman Unit 4:
(iv)  Montaup's ownership share of Millstone Unit 3;
v) Montaup's ownership share of Seabrook Unit 1;

{vi) Montaup's Entitlements in the Maine Yankee and Vermont Yankee
Units. including the balances for materials and supplies:

YThe figures shown on Schedule 1. Page 4. Column (7) are estimates and will he updated for
actual halances as of December 31. 1997, Changes. if any. shall be reconciied at the Divestiture .
Date.
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(vil) Newport's generation related investment in the Diesel Units at Jepson
and Eldred;

{viil) Siep-up transformers at Montaup generating units which are excluded
from Montaup's transmission rates;

(ix)  Montaup's non-utility property; and

{x) Generation-related property held for future use inciuding net investment
in Somerset Unit 5, through November 1, 1997, per settlement
agreement in Docket ER94-1062-000.

(b)  Regulatory assets shail include the generation-related unrecovered net book
balances shown in Schedule I, Page 5, Column (2), as of December 31,
19972
(iy  FAS 109:

(i) Net pension liability/(asset) of Montaup and allocated to Montaup by
affiliates 1o the extent that they exceed 5% of the greater of the total
penston benefits obligation or the fair market value of plan assets.

(ili) Unamortized deferred FAS 106 costs:

{iv)  Unamortized deferred dredging costs;

(v) Unamortized ITC; and

(vi}  Montaup's share of unamortized debt expense recorded on the balance
sheet of its parent, Eastern Edison Company.

1.1.2 Revenues sufficient to provide an overail pre-tax return of 11.34 percent based

on a combined state and federal income tax rate of 39.225 percent, and Montaup's

1995 year-end capital structure as shown in Scheduie 1. Page 14, Column (8).

including a return on commeon =quity of 9.2 percent for the period prior to the

compietion of the initial divestiture process for Montaup's non-nuclear generating

< The figures shawn on Schedule 1. Page 5. Column (2) are estimates and will be updated for
actual balances as of December 31, 1997, Changas. if any. shall be reconciled at the Divestiture

Date.

[ 3]
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facilities (“Divestiture Date™}¥', and sufficient to provide an overall pretax return of

13.09 percent including a return on commeon equity of 1.4 percent for the period

after the Divestiture Date,” muitiplied by the average of the beginning and ending

balances in each calendar year beginning in 1998 of the sum of the following:

(a)

(b

(c)

Unrecovered net book value of Montaup's generation investments as defined

under 1.1.1(a) above, pius

Unrecovered net book value of generation-related Regulatory Assets as defined

under 1.1.1(b) above. excluding the unamoriized ITC under 1.1.1({b){v). less

Deferred Taxes as shown in Schedule !, Page 13, Column (9), equal to the

combined state and federal income tax rate of 39.225 pércent, which shail be

adjusted for changes in tax laws, multiplied by the sum of:

(i) tl;e unrecovered net book value of Montaup’s generation investment,
plus :

(i)  the unrecovered net book value of generation-related regulatory assets.
less

2Tf Montaup sells its non-nuclear generating facilities in more than one transaction, the rights and
ubligations associated with the divestiture shall he alfocared among the transactions using appropriste
allocators, In the vase of rerurn. the allocatar shall be based on the net book value of the soid facility
or tacilities to total net hook value of the non-nuclear generating facilities in Section 1.1.1{a). This
pereentage allocation shall be applied to the total of plant. regulatory asset balances, and deterred tax
halancas as set forth below.

$The difference between the 11.34 percent and 13.09 percent returns as applied t0 unamortized
hatanczs prior o the Divestiture Date shall be recovered. it divestiture oceurs, through an offset w0
the Residual Value Credit, and the difference between the 11.34 percent and 13.09 percent returns
that oceurs after the Divestiture Date shall be inciuded in the Reconciliation Account. The [1.34
percent and 13,09 percent returns shall be used as the return wherever a return is referenced
throughout this Appendix. However, the 13.09 percent rerurn after the Divestiture Date shall be
adjusted in accordance with Section 1.1.4(d).  Notwithstanding the above, an equity return of 9.2%
will he appiied w0 Montaup's equity investment in the Ocean States Power facility for purposes of
extimating Contract Termination Charges under the Amendment.

v ONECFORML WD
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(i11)  the unrecovered balance of generation investment for tax purposes, less
(iv)  the unrecovered balance of generation-retaied regulatory assets for tax

puUrposes.

1.1.3 Revenues sufficient to: (i) amortize over a twetve year period commencing
on January 1, 1998 and continuing through December 31, 2009 the generation-
related, unrecovered net book balances associated with the FAS 106 Transition
Obligation of Montaup and ailocated to Montaup by its affiliates®”; and (ii)
pay a retdrn of 7.25 percent equal to the interest rate reflected in the actuarial
analysis of the FAS 106 Transition Obligation of Montaup and allocated to
Montaup by affiliates multiplied by the outstanding balances remaining for the
FAS 106 Transition Obligation of Montaup and allocated to Montaup by
affiliates. Following the Divestiture Date, these outstanding balances shall be
subject to a one time adjustment as set forth in Section 1.1.4(b) below. At the
same firne, the interest rate return for the period after the Divestiture Date
shall be established using the most current actuarial analysis available at the
time, which rate shall remain in place for the remainder of the fixed cost
recovery period. '

1.1.4 The Fixed Components shall be subject only to the following adjustments:

(a) For each month that the Contract Termination Date is delaved beyond

January 1, 1998, Montaup shall adjust the Reconciliation Account in

2 Any FAS 106 Transition Obligation of Montaup and allocated to Montaup by its arfiliates that is
nat allocated 1o generating tacilities shall he deemed transmission refated.

4 NECRORMI WPD 4



Appendix |
revenues collected for this purpose.¥ Any revenues associated with
these obligations that cannot be immediately funded shall be put into a
separate account on the books to be reserved with the return specified
in Section 1.1.3 uniil tax deductible funding becomes possible. The
one-time adjustment associated with FAS 106 and FAS 87, whether
positive or negative, shall be subtracted from or added 10 the schedules
for prospective recovery of FAS 106, as appropriate, and amortized
with the return specified in Section 1.1.3 over the period between the
sale and December 31, 2009. An exhibit showing the reconciliations is
included in Schedule 3, page 1. In addition, Montaup shall reconcile
the baiances for Newport’s 11.85 percent allocated share of (i) the FAS
109 reguiatory asset; and (ii) the general plant allocated 1o generation,

" provided, however, that any general plant not allocated to generation
shall be functionalized to transmission. The one-time adjustment
associated with differences in the balances for FAS 109 and general
plant, whether positive or negative, shall be sletraczed from or added

to the net proceeds refiected in the Residual Value Credit as appropriate i
and shall be amortized. with the return specified in Section 1.1.2, ;\fer

the period between the saie and December 31, 2009.

¥Montaup’s post-divestiture FAS 106 or FAS 87 gains or losses recognized on Montaup's books
shail be tully reflected in rates w customers and shall neither be retained nor borne by Monusup.
Montaup shall propose an allocation of these post-divestiture gains or losses between customers
paving Conrragr Termination Charges and transmission customers.

A NECFORMLWTD
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(c) Montaup has agreed 10 divest its generating business within six months
after the later of the Retail Access Date as defined in the Settlement
filed in Docket ER97-3127-000 or the receipt of all governmental
approvais and other consents necessary for the divestiture, Within
three months after the completion of divestiture or the sale of any
property.” the cost of which is included in the Contract Termination
Charge, Montaup shail implement a Residual Value Credit as a direct
offset 10 the Contract Termination Charges authorized under this
Amendment. The Residual Value Credit will be deemed to be fully
| implementad upon completion of the initial divestiture process for
Montaup’s non-nuclear generating facilities. Proceeds from the
divestiture which are realized after the full implementation of the
Residual Value Credit will be reflected in the variable component of the
CTC as hereinafter described. The Residual Vaiue Credit to Newport
shall be :;‘alcu]ated as follows:

1) Newport’s 11.835 percent allocated share of Total Prdceedsi"

- Proceeds, if any. from Montaup’s future leases of nuclear enritlements will also be flowed
through the Residual Vatue Credit if such proceeds can be definitively cafculated at the time the
Residual Value Credit is determined. The proceeds from leases determined after the Residual Value
Credit is set will be flowed through the Reconcitiation Account g8 received.

£ As part of the terms of the Divestiture. Montaup shail require the buyer of the facitity o pay
Montaup the net book value for all inventories and materials and suppiies associated with the
generating tacility. As a result. inventories and materials and supplies for Montaup's non-auclear
fucilities are exciuded from the plant balances under Section 1.1.1, and shall be excluded from the
caleulation of the Residual Value Credit. In addition, the Buyer may assume other ohfigations that

4 NECFORML WD 7
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equal to the sale price and other consideration received by
Montaup excluding $15 million?’ which purchasers will be
required 1o pay into an account for employee benefits pursuant
to Section 1.2.2(f), less

(if)  The revenues lost or gained by Montaup between July 1. 1997
and the Divestiture Date measured by the difference bétween the
revenues excluding revenues attributable to items inciuded in the
Contract Termination Charge or in Montaup's transmission
rates, that Montaup would have collected under Rate M-14 had
it continued to make the sales to Newport under Tariff | and the
revenues, excluding transmission revenues and Contract
Termination Charge revenues, that it actualiy collected from
sales to Newport's customers during the period, together with a
credit for Newport's share of the revenue from sales at no iess
than market prices made by Montaup to third parties during the
period, provided, however, the lost revenues so calculated shall

not exceed 50.008 per kilowatthour multiplied by the number of

are included in the variable component of the Contract Termination Charge. Montaup reserves its
right to revise the variable cost estimates and the amortization of fixad cost components in Scheduie |
w reflect the assignment of obligations w the purchasers, if such revision is necessary to maintzin a
stuble and declining partern of Contract Termination Charges as offser by the Residual Vatue Credit,

“This figure ¢onsists of $11.8 miliion as shown on Schedole 5 and an estimated $3.2 million for
Canal 2 based on Montaup’s 25% share of empioyee costs for Canal Station, The parties agrez 1o use
a reasonahle actual tigure tor Canal 2 when available from Canal Electric.

A NECFORMIWPD 8
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kilowatthours delivered by Newport during the period between
the July 1, 1997 and the Divestiture Date, less

(iii) Newport's 11.85 percent allocated share of capitai investments
demonstrated to be prudently incurred after December 31, 1995,
excluded from the piant balances in Section 1.1.1 (a) above.
less

(iv) Newport's 11.85 percent allocated share of reasonable transaction

costs associated with the divestiture including the cost of
necessary refinancings, repurchases. and retirements of securities
occurring after May 1, 1997.
The Net Proceeds from the divestture including amortization and the pretax
return specified in Section 1.1.2 on the unreturned credit balance net of tax
impdcts shall be credited to the Fixed Component in equal annual amounts
over the period commencing on the date the Residual Valve Credit is
implemented through December 31, 2009. The Residual Vajue Credit shall be

implemented even if: (i) the Divestiture Date occurs before the Contract

Termination Date, or (i) the Residual Value Credit exceeds the Contract

1 Montaup's capital investments shall include construction work in progress. The investments in
non-nuciear generating facilities during the period January 1, 1996 through May 31, 1997 are shown
in Schedule 4. These projects have besn reviewed by the parties and are included as an nffset to the
Rexidual Vatue Credit subject only to 2 further review for the reasonuhlensss of the amounts
expended in the construction of the projects under Section 3.5 of the Agreement. Montaup may
include additional projects. if any, at the time of the calculation of the Residual Value Credit. subject
t the dispute resotution procedures under Section 3.5 of the Agresment,

A NEFCFORMI WTD 9
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Terminatiﬁn Charge in any given year. If for any reason, generation assets
which were not sold at the Divestiture Date and therefore were not in the
Residual Value Credit but remained in the Contract Termination Charge, are
sold at a later date, the proceeds of such a sale will be amoriized, with a
return as specified in Section 1.1.2, over the remaining fixed component
recovery period or over a five year period, whichever period is greater, and
credited to the Reconciliation Account as received.
Effective with refinancings. repurchases, and retirements of securities relating
to assets being recovered through Contract Termination Charge, Montaup
shall flow through the Reconciliation Account the annual effects associated
with any differences berween the 13.09 percent overall pre-tax return and the
actual pre-tax return, caiculated using an 11.4 percent return on common
equity, attributable to changes in the cost of long-term debt, preferred stock.
capital structure or income tax rates, provided that the overall pre-tax return
shall not exceed 13.09 percent so long as the yield on 10-year Treasury
constant maturities as reported in the Federal Reserve- Statistical Release is ©
percent or lower, In the event that the yield on Treasury maturities as so
reported exceeds 9 percent, the 13.09 percent overall pre-tax return shail be
adjusted to include Montaup's actual cost of long-term debt and preferred
stock using an 11.40 parcent return on common equity. This reconciliation

will apply to the period following the Divestiture Date whether or not
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securitization has been implemented. Notwithstanding the foregoing, nothing
shall require a change in capital structure prior to any financing to take
advantage of securitization.

Securitization will be implemented only if it would produce net savings
to customers after taking into account all transaction costs including ¢all
provisions and prepayments, if applicable. Notwithstanding the above, savings
from securitization. (pursuant to the terms of a qualified rate order), will be
reflected in the Contract Termination Charge.

Any and all financing savings associated with refinancing related to
divestiture and following the implementation of the Residual Value Credit,
shall be allocated to the Contract Termination Charge through this paragraph,
and shall not be reflected in  Montaup’s capital structure used for transmission
rates. To the extent any financing savings are allocated to transmission rates
by FERC, however, they shall not also be allocated to the Contract
Termination Charge under this paragraph.

.2 The Variable Component of the Contract Termination Charge shall include

-

Newport's allocated share of the items specified in Section 1.2.2, below adjusted for the
Reconciliation Account discussed in Section 1.2.1.
1.2.1 The Variable Component shall be adjusted through a Reconciliation

Adjustment in which differences, whether positive or negative, between the estimates

for Contract Termination Charge Payments by Newport and Newport's allocated
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share of the estimated variable costs listed in Section 1.2.2 below and actual Contract
Termination Charge payments by Newport and its allocated share of the actyal
variable costs will be accumuiated in a Reconciliation Account and added to or
subtracted from the Contract Termination Charge from Montaup to Newport. The
Reconciliation . Account shal also include the adjustments under Sections 1.1.2, note
4, 1.1.4(a) and 1.1.4(d) above. A pretax return equal to that specified in Section
1.1.2 shall be included on any balance in the Reconciliation Account, whether positive
Or negative,

The Reconciliation Account shall accumulate through December 31, 2000, and
shall be used to adjust Montaup's Base Contract Termination Charges to Newport on
January 1, 2001. Thus, effective January 1, 2001, Montaup shall return or collect
Newport's allocated share of any outstanding balance in the Reconciliation Account by
implementing an adjustment to the Base Contract Termination Charges to Newport.
Thereafter, the balance including the accumulated return in the Reconciliation
Account at the end of a year shall be used 10 adjust Montaup's Base Contract
Termination Charges for the following year. Reconciliatior; Account adjustments 1o
the Contract Termination Charges shall not cause the Contract Termination Charges
to exceed 2.8 cents per kilowatthour. Any deferrals caused by the limitation in the
prior sentence shall be carried forward with a return into the next annual adjustment
to the Base Contract Termination Charge. Any Reconciliation Account adjustments

occurring prior to January 1, 2001 that would otherwise cause the Contract
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Termination Charge to increase or decrease by more than 0.2 cents per kilowatthour

shall be implemented up to 0.2 cents per kilowatthour. The excess above 0.2 cents

per kilowatthour shal] be amortized with a return over the three years following

January 1, 2001,

1.2.2 Newport's 11.85 percent allocated share of the specific cost items included in

the Variable Component are set forth in Schedule 1 at page 3. The difference

between Newport’s percent allocated share of the actyal variable costs incurrad by

Montaup and the estimated variable costs in this section shall be included in the

Reconciliation
the following:

(2)

Account. The costs included in the Variable Component shajl include

Nuciear issionine her h W shown on

Schedule 1, Pages 6 and 7, shall include: (i) al] charges, excluding any

net incremental decommissioning costs caused by operations after the

A NEFEURML WP

Retail Access Date, for decommissioning and site restoration assessed
to Montaup by the operators of each nuclear eleptﬁc generating facility
specified in Section 1. L.1(a) (iv), (v), and (vi) above, subject 10 the
regulatory authority of the agencies having jurisdiction over the
operation and collection of such funds: (i) all other reasonable post
shutdown costs associated with Montaup’s entitlements in the units
listed in Section 1.1 1@}, (iv), (v), and (vi) above; and (iii) ali

remaining reasonable costs, inciuding decommissioning costs and
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unrecovered capital costs, associated with Yankee Rowe and
Connecticut Yankee shown on Scheduje I, page 7. Funding for the
decommissioning costs will be placed in irrevocable trusts in
accordance with NRC regulations. If, upon the completion of
decommissioning for any of the above listed nuclear generating
facilities, it is determined that there has been an over collection of
funds. such over collection will be transferred to Montaup's
decommissioning fund for either Millstone 3 or Seabrook 1 pending
final dispasition of their decommissioning. Once all decommissioning
is complete, any over collection will be refunded to Newport in the
Reconciliation Adjustment. Other post shutdown costs will also be
fully reconciled in the Reconciliation Adjustment,

Montaup's share of the Book Value of the Actual Nuclear Core at
Shutdown or time of sale, which Montaup has not previously recovered
through sales or lease proceeds and the Book Vaive of Materials and
Suppiy at Shutdown or time of sale, which have not been addressed bv
other recovery mechanisms, will be recovered with 2 carrying charge in
equal amounts over three years at a pre-tax return provided for in
Section 1.1.2.

Above Market Pavments to Power Suppliers will be (i) all payments by

Montaup for Long-Term Power Supply Contracts less the market value

14
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realized from the resale of electricity purchased under the contracts nio
the wholesale market, plus (ii) Economic Buyout Payments associated
with those contracts, less (i) Credit for Unit Sales Contracts, plus (iv)
the Power Contract Buyout Incentive realized.

(1) Long-Term Power Supply Contracts will be the power supply
contracts listed below which were in place as of December 31,
1995, between Montaup and a third party supplier, continuing to
the termination date of each contract. The Long-Term Suppty
Contracts include:

. (I) Ocean State Power I and [T
(2} Canal 1, including transmission wheeling, rental and
SUpPOTt payments
(3) Northeast Energy Associates, including transmission
- wheeling payments
(4) Potter 2, including transmission wheeling payments
(5} Cleary 9
{(6) McNeil, including transmission wheeling payments
(7) Newport Hydro, Inc., including transmission
wheeling payvments
(8) Hydro Quebec, including AC and DC facilities
Support payments ,
(9) Pilgrim, including transmission wheeling, rental and
SUDpOIt payments
(10)Bear Swamp Hydro
(11)Green Mountain Power Peakers, including
: transmission wheeling payments

(ii) Economic Buyout Payments will be ai! rezsonable
payments agreed 10 by Montaup after May 1, 1997

associated with the sale. assignment, disposition or buy
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down of the Long-Term Power Supply Contracts.
Economic Buyout Payments shall be recovered as
incurred to the extent that current recovery does not
increase rates to customers above the fevel that would
have been incurred absent the sale, assignment,
disposition, or buy down of the Long-Term Power
Supply Contract. The portion of the Economic Buyout
Payment that cannot be recovered currently under the
prior sentence shall be deferred and recovered with the
return specified in Section 1.1.2 as soon as such
recovery will not increase rates to customers above the
level that would have been incurred absent the sale,
assignment, disposition, or buy down of the Long-Term
Power Supply Contract.

For purposes of calculating above market payments in
(b)(i)and economic buyout payrﬁcnts in (b)(ii), associated
with the long term supply contracts with Ocean State
Power [ and II, Montaup's total obligation under ﬂueﬁ
contracts will be based on a return on equity of 9.2%.
Credit for Unit Sales Contracts will be all unit sales

contracts entered into by Montaup as of December 31,

16
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1995, for sales from (i) Canal Unit 2 if it is not
otherwise subject to marker valuation and (ii) Contract
Demands to non-affiliates, less the market value of these
contracts as shown in Schedule 1, Page 3, Columns (7)
through (9).
Power Contract Buyout Incentive will be the sum of; (a)
the Power Contract Buyout Incentive Associated with
Canal 2 Divestiture calculated in accordance with
Schedule 3, pages 2 and 3: and {(b) the Power Contract
Buyout Incentive Independent of Divestiture which shall
represent 10% of the savings realized by customers as
the result of the sale, assignment, disposition or buy
down of its power supply contracts occurring outside of
the divestiture process. The Power Contrac: Buvout
Incentive Independent of Divestiture shall be determined
at the time of the sale, assignme'nt. disposition or buy
down. The Buyout Incentive for the Ocean State Power
units will be calculated in accordance with Page 4 of
Schedule 3. The Total Power Contract Buyout Incentive
shall not exceed S 1.6 million. stated on a present value

Dasis upon the divestiture using a discount rate equal 10
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the actual pre-tax return in piace following compietion of
post divestiture refinancing as determined under Section
1.1.4(d). Montaup shall documnent the level of the
Power Contract Buyout Incentive in 3 repbrt, and the
amount of the Power Contract Buyout Incentive shall be
subject to the dispute resolution procedures set forth
under Section 3.5 of the Stipulation and Agreement. The
Power Contract Buyout Incentive Associated with Cana!
2 Divestiture will be recovered in equal increments over
the period from the divestiture through December 31,
2009, with ap]ﬁropriatc adjustments for the time valye of
money, and the Power Contract Buyout Incentive
Independent of Divestiture will be recovered in equal
increments over the remaining term of the related
purchased power contract, with appropriate adjustments

for the time value of money,

Above Marker Fue Transportation as shown in Scheduie 1. Page 15,

Column 10 will be Montaup’s continuing long-term payment obligations
associated with Capacity Payments to Algonquin Natural Gas Pipeline
for Canai 2 less the market value of that capacity. The Market Value

of Capacity Payments to Algonquin Natural Gas Pipelines will equal
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the actual procesds associated with the sale or assignment or
termination of contractual obligations. For the purposes of caiculating
the Contract Termination Charges, prior to the date that Montaup's
contractual entitlements to the pipeline capacity are assigned 1o a
nonaffiliate, the Market Value of Capacity Payments to Algonquin
Natura! Gas Pipeline shall be deemed to equal the savings associated
with actual unit operation on natural gas compared to the unit's avoided
operation on oil at prevailing market prices. For itlustrative purposes.
the amounts showr on page 15 of Schedule | reflect 2 market value
which is 50 percent of the capacity payments.

Transmission wheeling, rental and support charges as shown in

Schedule 1, Page 3, associated with the transmission of electricity from

" Montaup’s entitlements in Seabrook Unit 1, Connecticut Yankee, Maine

Yankee, Millstone Unit 3, Wyman Unit 4, Canal Unit 2. Vermont
Yankee, which units are Jocated off of Montaup’s transmission system.
These wheeling and suppont payments shall in‘ciude only costs that are
excluded from recovery under Montaup’s and NEPOOL s open access
transmission tariffs or are not assigned 1o a purchaser of the unir.
Payments in Lieu of Property Taxes will include all reasonable costs
incurred by Montaup or its affiliates associated with payments in lieu of

property iaxes to the cities and towns in which Montaup owns
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generating facilities to mitigate the loss of tax revenues that those cities
and towns would otherwise incur in connection with restructuring. For
the purposes of calculating the Base Contract Termination Charges and
the estimate included in the Reconciling Account, the Payments in Lieu
of Property Taxes are assumed to be zero.

{f) Empioyge Severance and Retraining Costs as shown in Schedule 1,
page 3, Column (13), will include all reasonable costs and expenses
incurred by Montaup or its affiliates associated with the adjustment of
their workforces in connection with the implementation of retail access.
divestiture, or the termination of Monzaup’s Tariff No 1, including, but
not limited to early retirement, severance, retraining and other
reasonable costs associated with the implementation of the benefits to

- employees included in Schedule 5. Montaup shall require purchasers of
its generating assets to pay $15 millionX’ for the costs under this
paragraph incurred by Montaup or its affiliates. In the event that the
actual costs incurred under this paragraph are’lesls than 515 million,
excluding costs found by FERC to be recoverable in Montaup's
transmission rates, Montaup shail flow back the difference to customers

in the Reconciliation Account. The procedure established in this

‘]—I'I'l'he paftics agree that $11.3 millics will be resrved for Monisop and EUASC smployees and extimate thal $3.2 million will be
reservad (or Canal 2 and paid by the huyer of Canal 2. The Canal 2 Tipare maay e adjusted when actuzl figures are avilahie (rm Cunal
Electri,
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Paragraph shall be the exclusive method for recovering the costs under
thrs paragraph, and, except in the event of legislation changing required
benefits, neither Montaup nor its affiliates shall be able to recover
more than 515 million, subject to the Canal 2 adjustment, for these
costs. Thus, for the purposes of calculating the Base Contract
Termination Charges and the estimate inciuded in the Reconciliation
Account, the Employee Severance and Retraining Costs are assumed 10
be zero and, except in the event of legislation changing required
benefits, these costs shall not result in an increase to the Reconciliation
Account or to the Contract Termination Charge..
Damages, Costs, or Net Recoveries from claims by or against third
parties shall include all damages, costs, or recoveries associated with
Montaup's generating business which acerued prior to the date of
divestiture and which wera not: (i} included in the reserves for
generation related, uninsured claims other than claims associated with
Environmental Response Costs as of May 217 1994, plus annuai
additions to the reserves for uninsured claims in Montaup's M-14 rate, *
less actual payments out of the reserve for generation related cia‘im‘;
during the period from May 21, 1994 through the Contract Termination
Date; (ii) assigned 10 Montaup's successor in interes: (i1i) recovered

from Montaup’s insurance carriers: or (iv) the result of gross
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negligence. For the purposes of calculating the Base Contract
Termination Charges and the estimate included in the Reconciliation
Account, Damages, Costs, or Net Recoveries from claims are assumed
10 be zero,

Performance Based Rate for Nuclear Units Remaining After Divestiture
shall credit value received that is not otherwise reflected in the Residua
Value Credit, or recover any payments Or costs associated with the
sale, lease or disposal of Montaup's minority ownership share of the
Seabrook, Milistone #3, and Vermont Yankee Nuclear Units ("PBR
Nuclear Units") that are not otherwise reflected in the Residual Value
Credit. If Montaup is unable to sell, lease, assign, or otherwise

dispose of its PBR Nuclear Units on the terms set forth in the

* Stipulation and Agreement prior to the Contract Termination Date, the

Performance Based Rate shall include 80 percent of the reasonable
going fofward costs, including variable costs and posi-1995 capital
additions on 2 cost of service basis, 1 associated with Montaup's
PBR Nuciear Units that are ﬁot otherwise recovered in contract
termination charges less 80 percent of the revenues from sales of

energy or capacity from such units or entitlements that are not

In the event that the nuclear unit is retired before the end of its license life, the capital addition
shull be amortized with 2 return over the remainder of the license or in seeordance with s
Jepreciation schedule, whichever is shorter,
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otherwise reflected in contract termination charges. The Performance
Based Rate shall apply for the period from the Contract Termination
Date to the date that Montaup either sells, leases, assigns or otherwise
disposes of the PBR Nuclear Units or to the date such units are
shutdown. Within six months prior to implementing the Performance
Based Rate, Montaup will consult with the Signatories on a
performance standard for nuclear safety indicators and will file such
performance standard with a2 maximum potential credit for
nonperformance of $250,000. Such sales, if any, shall not be made
directly to Newport's retail customers, however,” Montaup shall
retain the right to use its minority shares of the PBR Nuclear Units to

fulfill its backstop obligations under the standard offer. For the

" purpose of calculating the Base Contract Termination Charges and the

estimate included in the Reconciliation Account, the Performance Based

Raze for Nuclear Units is assumed to be zero.

Environmental Response Costs defined as:

(1) Reasonable and prudently incurred costs associated with the
Investigation, testing, remediation. Habilities, damages. claims.
seitlements, or judgments attributabie 1o or incurred by
Montaup or Newport relating to deposits or waste from divested

generating facilities off the site of properties sold, whether or



(ii)

L

(iii)
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not such material is regulated under the statutes and authorities
referenced in paragraph (iv), including material deposited before
the Divestiture Date at disposal sites, sites to which materia}
may haQe migrated from off-site disposal sites, or any off-site
location at which generation related material may have been
deposited before the Divestiture Date associated with the
operation of generating facilities sold pursuant to the divestiture
plan;

Reasonabie and prudently incurred costs associafed with the
investigation, testing, remediation, liabilities, darﬁages, claims,
settlements, or judgments attributable to or incurred by Montaup
or Newport relating to deposits and wastes occurring prior to the
Divestiture Date whether or not such material is regulated under
the statutes and authorities referenced in paragraph (iv) from
facilities located within the switchyards for which Montaup wili
retain a pem:aneht easement on parcels that are otherwise being
divested if such costs are not recoverad in transmission rates:
Reasonabie and prudently incurred costs associated with
the purchase of property that is acquired as part of an
overall mitigation and response plan associated with sites

identified in paragraphs (i) and (ii);
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The statutes and authorises referenced in paragraphs (i)
and (ii} shall be the Comprehensive Environmenta
Response, Compensation and Liability Act (CERCLA),
Resource Conservation and Recovery Act (RCRA),
Massachusets G.L. ¢. 21C and 21E, and Rhode Island
General Laws 23-19.14, or any other laws, regulations
or orders by courts or governmental authorities, or
resulting from claims and contentions arising in tort,
breach of contract or violation of law:

Except for property acquired under paragraph (ii),
Environmental Response Costs shall not include costs
associated with the investigation, testing, femediation. or
other liabilities relating 1o property acquired after the
Divestiture Date. Environmental Response Costs
recovered under paragraphs (i), (ii), and (i) shall also
be offset by: (i) proceeds from insurance companies
related to Environmental Response Costs: (i1) proceeds
from the sale of properties purchased under paragraph
(iti); and (iii) recoveries from third parties:

Nothing herein is intended to limit, alter, or otherwise

affect any Hability of Montaup to governmental
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authorities or third parties other than the buyer or buyers
of Montaup generating facilities under any

environmental law including those referenced in

paragraph (iv).
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Appendiz 1

MONTAUP ELECTRIC COMPANY
AMENDMENT TO SERVICE AGREEMENT WITH
EASTERN EDISON COMPANY UNDER

FERC ELECTRIC TARIFF, FIRST REVISED VOLUME NO. |
FORMULA FOR CALCULATING CONTRACT TERMINATION CHARGES

The Fixed Component of the Contract Termination Charge shall include Eastern

Edison’s 59.02 percent allocated share of Montaup’s costs as shown on Schedule 1,

Page 2, which shall inciude:

1.1.1 Revenues sufficient to amortize over a twelve-year period commencing on

January 1, 1998 and continuing through December 31, 2009 the foliowing

piant balances and regulatory assets:

(a)

Plant balances shall include the unrecovered net book value as shown

on Schedule 1, Page 5, Column (7), of the following Montaup

generation-related investments as of January 1, 1998, excluding any

capital additions made after December 31, 1995:

M
iy

(iii)
(iv)
(v)

(vi)

Somerset Unit 6, Jet 1, and Jet 2 including general plant
allocated 1o generation;

Montaup's ownership share of Canal Unit 2, including capital
additions past December 31, 1995, but committed prior to that
date; ‘

Montaup and Newport's ownership shares of Wyman Unit 4;
Montaup’s ownership share of Millstone Unit 3;

Montaup’s ownership share of Seabrook Unit 1:

Montaup's Entitlements in the Maine and Vermont Yankee Units
including the balances for materials and supplies;

IThe figures shown on Schedule 1. Page 5, Column (7) are estimates and wili be updated for actual hulances as
of December 31, 1997. Chanyes. if any, shall be reconciled at the Divestiture Date.
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(vii) Newport's generation related investment in the Diesel Units at
Jepson and Eldred;

(viii) Step-up transformers at Montaup generating units which are
excluded from Montaup's transmission rates;

(ix)  Montaup’s non-utility property; and

(x)  Generation-related property held for future use, including net
investment in Somerset Unit §, through 11/1/97, per settlement
agreement in Docket ER94-1062-000.

() Regulatory assets shall include the generation-related unrecovered net
book balances shown in Schedule 1, Page 6, Column (2), as of
‘December 31, 1997%:

(i)  FAS 109; ¥

(i) Net pension liability/(asset) of Montaup and allocated to
Montaup by affiliates to the extent that they exceed 5% of the
greater of the total pension benefits obligation or the fair market
value of plan assets;

(iii) Unamortized deferred FAS 106 costs;

(iv)  Unamortized deferred dredging costs;

(v) Unamortized ITC; and

(vi) Montaup's share of unamortized debt expense recorded on the
balance sheet of its parent, Eastern Edison.

1.1.2 Revenues sufficient to provide an overall pre-tax return of 11.12% percent

based on a combined state and federal income tax rate of 39.225 percent,

2The figures shown on Schedule I, page 6. Column 2 are estimates and will be updated for actual balances 25 of, -
December 31, 1997, Changes, if any, shall be reconciled at the Divestiture Date,

-

3The 1995 FAS109 pet asset is different from that included in its 1995 financial statements in that it ificludes an
adjustment of $4.2 million required to corvectly reflect defsrred tax @ssets and liabilities at 12/31/95. This
adjustment was recorded in 1996 and will be included in the Company's audited {insncial statements for 1996.

4The £1.12 percent shail be used as the return wherever a return is referenced throughout this Appendix. However,
the retum so caleulated shall be adjusted in accordance with Section 1.1.4(d). An equity rerurn of 9.2% will be
used to caleulate Montaup's purchased power cost from the Ocean States Power facility for purposes of caleulating
Contract Termination Charges under the Amendment.
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which shall remain fixed through December 31, 2009, on Montaup's 1995

year-end capital structure as shown in Schedule I, Page 15, including a return

on common equity of 8.92 percent, multipiied by the average of the beginning

and ending balances in each calendar year beginning in the year of the

Contract Termination Date, of the sum of the following:

{a)

(b)

(c)

- Unrecovered net book value of Montaup's generation investments as

defined under 1.1.1 (a} above, pius '

,Unrecovered net book vaiue of generation-related Reguiatory Assets as

defined under 1.1.1 (b) above, excluding the unamortized ITC under

L1.1(b)v), less
Deferred Taxes as shown in Schedule 1, Page 14, Column (9, egual to
the combined state and federal income tax rate of 39.225 percent,

which shall be adjusted for changes in tax laws, multiplied by the su:ﬁ

of:

) the unrecovered net book value of Montaup’s generation
investment, pius
(i)  the unrecovered net book value of generation-rejated regulatory

assets, less
(ifi)  the unrecovered balance of generation investment for tax

purposes, less
(iv)  the unrecovered balance of generation-related regulatory
assets for tax purposes.

1.1.3 Revenues sufficient to: (i) amortize over a twelve year period commencing on

January 1, 1998 and continuing through December 31, 2009 the generation-

reiated, unrecovered net book balances associated with the FAS 106 Transition

T 18AMEEL BN



Obligation of Montaup and allocated to Montaup by its affiliates® and (ii) pay
a return of 7.25 percent equal 1o the interest rate reflected in the actuarial
anaiysis of the FAS 106 Transition Obligation of Montaup and allocated to
Montaup by affiliates multiplied by the outstanding balances remaining for the |
FAS 106 Transition Obligation of Montaup and allocated to Montaup by
affiliates. Following the date on which Montaup divests its non-nuclear
generating facilities ("Divesuture Date")®, these outstanding balances shall be
subject’ to a one time adjustment as set forth in Section 1.1.4(b) below. At the
same time, the interest rate return for the period after the Divestiture Date
shall be established using the most current actuarial analysis zavaiiable at the
time, which rate shall remain in place for the remainder of the fixed cost -
recovery period.

1.1.4 The Fixed Components shall be subject only to the following adjustments:

(a))  For each month that the Contract Termination Date is delayed beyond
January 1, 1998, Montaup shall adjust the Reconciliation Account in
the Variable Component of the Contract Termination Charge by an
amount equal to the difference between depréciation and amortization
expense authorized under the M-14 rate or 2 superseding wholesale

rate, if any, and the depreciation and amortization authorized under

SAny FAS 106 Transition Obligation of Montaup and allocated to Montaup by its affiliates that is not allocated

t0 penerating facilities shalf be deemed transmission related.
*If Montaup sells its non-nuclear generating facilities in more than one transaction. the rights and obligations
associated with the divestiturz shall be aliocated among the transactions using appropriate aliocators.
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Section 1.1.1, together with the associated return computed in
accordance with Section 1.1.2 of this Appendix, multiplied by Eastern
Edison's 59.02 percent allocated share. An exhibit showing the
difference between depreciation and amortization under the M-14 rate
and the Contract Termination Charge is included in Schedule 2.

()  Following the Divestiture Date and the time of implementing the
Residual Value Credit, Montaup shall reconcile the balances in Sections
‘1.1.1 and 1.1.3 for Eastern Edison's 59.02 percent allocated share of
(i) the unrecognized transition obligation, prior service cost, and
unrecognized gains or losses associated with the FAS 106 obligation;
and (ii) the unrecognized transition obligation, prior service cost, and
unrecognized gains or losses associated with the FAS 87 obligation, but
the gains or losses associated with FAS 87 shall be recognized only to
the extent that they exceed five percent of the greater of total pension
benefits obiigation or fair market value of plan assets. Montaup shall
fund the FAS 106 and FAS 87 obligations under this Section and
Section 1.2.3(f) as rapidly as permitted by the tax law up to the level of
revenues collected for this purpose.” Any revenues associated with
these obligations that cannot be tmmediately funded shall be put into a

separate account on the books 10 be reserved with the return specified

Montaup's post-divestiture FAS 106 or FAS 87 gains or losses recogmized on Montaup's hooks shall be fulty
reflected in rates 1o customers and shail neither be retained nor borne by Montaup.,

CUIaSMmAL BN '5‘
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(c)

in Section [.1.3 until tax deductibie funding becomes possible. The

one-time adjustment associated with FAS 106 and FAS 87, whether

 positive or negative, shall be subtracted from or added to the schedules

for prospective recovery of FAS 106, as appropriate, and amortized
with the return specified in Section 1.1.3 over the period between the
sale and December 31, 2008. An exhibit showing the reconciliations is
included in Schedule 3, page 1. In addition, Montaup shall reconcile
the balances for Eastern Edison’s 59.02 percent allocated share of (i)
the FAS 109 regulatory asset; and (ii) the generai plant allocated to
generation, provided, however, that any general plant not allocated to
generation shall be functionalized to transmission. The one-time
adjustment associated with differences in the balances for FAS 109 and
general plant, whether positive or negative, shall be subtracted from or
added to the net proceeds reﬂécr.ed in the Residual Value Credit as
appropriate and shall be amortized, with the return specified in Section
1.1.2, over the pericd between the sale and December 31, 2009.
Montaup has agreed to divest its generating business within six months
after the later of the Retail Access Date or the receipt of ali
governmental approvats and other consents necessary for the

divestiture. Within thres months after the completion of divestiture or
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the sale of any property’, the cost of which is included in the Contract
Termination Charge, Montaup shall implement a Residual Value Credit
as a direct offset to the Contract Termination Charges authorized under
this Amendment. The Residual Value Credit will be deemed 1o be
fully implemented upon completion of the initial divestiture process for
Montaup’s non-nuclear generating facilities. Proceeds from the |
divestiture which are realized after the full implementation of the
‘Residual Value Credit will be reflected in the variable component of the
CTC as hereinafier described. The Residua! Value Credit 1o Eastern
Edison shall be calculated as follows:
(i)  Eastern Edison's 59.02 percent allocated share of Total
Procesds® equal to the sale price and other consideration

received by Montaup excluding $15 million'® which purchasers

*Proceads, if any. from Montaup's future jeases of nuclear entitiements will also be flowsd through the Residual
Value Credit if such proceeds can be definitively calcuiated at the time the Residual Valve Credit is determined.
The proceeds from leases determined after the Residual Value Cradit is sat will be flowed through the Reconciliation

Accoupt as received.

YAs part of the terms of the Divestiture, Montaup shall require the buyer of the facility to pay Montaup the net

hook value for all inventories and materials and supplies associated with the gencrating facility, As a eesult,
inventories and maserials and suppiies for Montaup's non-nuclear facilities are exciuded from the plamt balances
under Section 1.1.1, and shal be exciuded from the calculation of the Residual Value Credit. ln addition, the Buyer
may assume other obligations that are included in the variable component of the Contract Termination Charge.
Montaup reserves its right 1o revise the variabie cost estimates and the amortization of fixed cost components in
Schedule 1 1o reflect the assignment of obligations 1o the purchasers, if such revision is necsssary 1o mainlin 2
stahie and declining pattern of Contract Termination Charges as offsst by the Residual Value Credit.

"“This figure consists of $11.8 miliion as shown on Scheduta 3 and an estimated $3.2 miilion for Canal 2 based
on Montaup's 25 % share of employee costs for Canal Station. The parties agres 10 use 2 reasonahle actual figure
for Canal 2 when available from Canal Electric.
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(i1)

will be required to pay into an account for empioyee benefits
pursuant to Section 1.2.3(f), less

The revenues lost or gained by Montaup between the Contract
Termination Date and the Divestiture Date measured by the
difference between the revenues, excluding revenuss attributable
to items included in the Contract Termination Charge or in
Montaup's transmission rates, that Montaup would have
collected under Rate M-14 or a superseding wholeszie rate, if
any, had it continued to make the sales to Eastern Edison under
the Tariff and the revenues, excluding transmission revenues and
Contract Termination Charge revenues, that it actually collected
from sales to Eastern Edison’s customers during the period,
together with a credit for Eastern Edison’s share of the revenue
from sales at no less than market prices made by Montaup to
third parties, provided, however, the lost revenues so calculated
shall not exceed SG.OOS per kilowatt-hour times the number of
kilowart-hours delivered by Eastern Edison during the period
between the Contract Termination Date and the Divestiture
Date. If the Divestiture Date occurs after January 1. 1999,
Montaup shall provide a report 1o FERC and the Signatories
setting forth the reasons for the delay, and demonstrating its

reasonableness, less

-8-



(i)  Eastern Edison’'s 59.02 percent allocated share of Montaup’s
capital investments demonstrated to be prudently incurred afier
December 31, 1995 exciuded from the plant balances in Section
1.1.1 (a) above", less

(iv)  Eastern Edison's 59.02 percant allocated share of reasonabie
transaction costs associated with the divestiture, including the
cost of necessary refinancings, repurchases, and retirements of
securities occurring after May 16, 1997.

The Net Proceeds from the divestiture including amortization
and the pretax return specified in Section 1.1.2 on the
unreturned credit balance net of tax impacts shall be credited to
the Fixed Component in equal annual amounts over the period
commencing on the date the Residual Value Credit 13
implemented through Debember 31, 2009. The Residual Value
Credit shall be implemented even if: (i) the Divestiture Date
occurs before the Retil Access Date, in which event Eastern
Edison shall implement the Wholesaie Access Date in

accordance with footnote in Section 6.1.1 of the Agreement, or

"Montaup's capital investments shall include construction work in progress. The investments in non-nuclear
senerating facilities during the period January 1, 1996 through May 1. 1997 are shown in Scheditie 4, These
projects have heen reviewed by the parties and are included as an offset to the Residual Value Credit subject enly
to & further review for the reasonableness of the amounts expended in the construction of the projects under Section
3.5 of the Agreement. Montaup may include additional projects. if any, at the time of the caiculation of the
Residual Vaive Credit. subject to the dispute resolution procedures under Section 3.5 of the Agreement.
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(d)

(ii) the Residual Value Credit exceeds the Contract Termination
Charge in any given year. If for any reason, generation assets
which were not sold at the Divestiture Date and therefore were
not in the Residual Vaiue Credit but remained in the Contract
Termination Charge, are sold at a later date, the proceeds of
such a sale will be amortized, with a return as specified in
Section 1.1.2, over the remaining fixed component recovery
period or over a five year period, whichever period i§ greater,
and credited to the Reconciliation Account as received.
Effective with refinancings, repurchases, and retirements of securities
related to assets being recovered through the Contract Termination
Charge, Montaup shall flow through the Reconciiiation Account the
annual effects associated with any differences between Montaup’s 11.12
percent overall pre-tax return and the actual pre-tax return, calcuiated
using a 8.92 percent return on common equity, attributable to changes
in the cost of long-term debt, preferred stock, capital structure of
income tax rates, provided that the overall pfe-ta.x return shall not
exceed 11.12 percent so long as the yield on 10-year Treasury constamt
maturities as reported in the Federal Reserve Statistical Release is 9
percent or lower, In the event that the yield on Treasury maturities as
so reported excesds 9 percent, the 11.12 percent overall pre-tax return

shall be adjusted to inciude Montaup's actual cost of long-term debt and

-10-



preferred stock using a 8.92 percent return on common equity. This
reconciliation will apply to the period foilowing the Divestiture Date
whether or not securitization has been impiemented. Notwithstanding
the foregoing, nothing shall require a change in capital structure prior
to any financing to take advantage of securitization.
Securitization would be implemented only if it would produce net
savings to customers after taking into account all transaction costs
‘ including call provisions and prepayments, if applicabie.
Notwithstanding the above, savings from securitization, (pursuant to the
werms of a qualified rate order), wili be reflected in the Contract
Termination Charge.
Any and all financing savings associated with refinancing related to
divestiture and following the implementation of the Residual Value
Credit, shall be allocated to the Contract Termination Charge through
this paragraph, and shall not be reflected in Montaup's capital structure
used for transmission rates. To the extent any financing savings are
Aliocated to wransmission rates by FERC, however, they shall not also
be allocated to the Contract Terminadon Charge under this paragraph.
1.2 The Variable Component of the Contract Termination Charge shall include Eastern
Edison's allocated share of the items specified in Section 1.2.3, below adjusted for the

Reconciliztion Account discussed in Sections 1.2.1 and 1.2.2, below.
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1.2.1 The Variable Component shall be adjusted through a Reconciiiation

T eSMwal BN

Adjustment in which differences, whether positive or negative, between the
astimates for Contract Termination Charge Payments by Eastern Edison and
Eastarn Edison’s allocated share of the estimated variable costs listed in
Section 1.2.3 below and actual Contract Termination Charge payments by
Eastern Edison and its allocated share of the actual variable costs will be
accumulated in a Reconciliation Account and added to or subtracted from the
Contract Termination Charge from Montaup to Eastern Edison. The
Reconciliation Account shall also inciude the adjustment, if any, under Section
1.1.4(a) above, caused by a deferral in the Contract Termination Date, under
Section 1.1.4(b) above for the reconciliations of FAS 106, FAS 87, and FAS
109 balances and under Section 1.1.4(d) above for changes in financing and
tax cost as a result of divestiture. A pretax return equal to that specified in
Section 1.1.2 shall be included on any balance in the Reconciliation Account.
whether positive or negative,

The Reconciliation Account shall accumulate through December 31, 2000, and
shall be used to adjust Montaup’s Base Contract Termination Charges 1o
Eastern Edison on January 1, 2001. Thus, effective January 1, 2001, Montaup ¥ ;
shall return or collect Eastern Edison's allocated share of any outstanding ~
balance in the Reconciliation Account by implementing an adjustment to the
Base Contract Termination Charges 1o Eastern Edison. Thereafter, the balance

including the accumulated return in the Reconciiiation Account at the end of a

-12-
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1.2.2

1.2.3
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year shall be used to adjust Montaup's Base Contract Termination Charges for
the following year. Reconciliation Account adjustments to the Contract
Termination Charges shall not cause the Contract Termination Charges to
exceed 3.04 cents per kilowatt-hour. Any deferrals caused by the limitation in
the prior sentence shall be carried forward with a return into the next annual
adjusiment to the Base Contract Termination Charge. Any Reconciliation
Account adjustments occurring prior to January 1, 2001 that would otherwise
cause the Contract Termination Charge 1o increase or decrease by more than
0.2 cents per kilowatthour shall be implemented up to (0.2 cents per
kilowatthour. The excess above 0.2 cents per kilottwatt hour shall be
amortized with a return over the three years following January 1, 2001.
Through December 31, 2009, the Reconciiiation Account shall aiso include a
Contract Termination Charge Mitigation Incentive which shall increase the
Variable Cost Component when Montaup mitigates the Contract Termination
Charge and reduces the cumulative average of the cents per kilowatt-hour
Contract Termination Charge to Eastern Edison below 3.04 cents per kilowatt-
hour. The schedule of rewards for each level of thé cumulative average
Contract Termination Charge in each year from 2001 through 2009 1s shown
on Schedule 1, page 4.

Eastern Edison's 59.02 percent allocated share of the specific cost items
included in the Variable Component are sét forth in Schedule 1. page 3. The

difference between Eastern Edison’s 59.02 percent aliocated share of the actual

13-
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variable costs incurred by Montaup and the estimated variable costs i this

section shall be included in the Reconciliation Account. The costs included in

the Variable Component shall include the following:

(a)

jssioning - wn jgation
shown on Schedule 1, Pages 7 and 8 shall include : (i) all charges,
excluding any net incremental decommissioning costs caused by
operations after the Retail Access Date, for decommissioning and site
Testoration, inciuding Federal Decontamination and Decommissioning,
assessed to Montaup by the operators of each nuclear electric
generating facility specified in Section 1.1.1 (a) (iv), (v) and (vi) above
, subject to the regulatory authority of the agencics having jurisdiction
over the operation and collection of such funds; (ii) all other reasonable
post shutdown costs associated with Montaup’s entitlements in the units
listed in Section 1.1.1(a), (iv), (v), and (vi) above; and (iii) all
remaining reasonable costs, including decommissioning costs and
unrecovered capital costs, associated with Yankee Rowe and
Connecticut Yankee shown on Scheduie 1, p‘age 8. Funding for the
decommissioning costs will be placed in irrevocable trusts in
accordance with NRC regulations. If, upon the compietion of
decommissioning for any of the above listed nuclear generating
faciiities, it is determined that there has been an over collection of

funds, such over collection will be transferred to Montaup’s
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decommissioning fund for either Millstone 3 or Seabrook 1 pending
final disposition of their decommissioning, Once all decommissioning
is compiete, Eastemn Edison’s allocated share of any over collection will
be refunded to Eastern in the Reconciliation Adjustment. Other post
shutdown costs will also be fully reconciled in the Reconciliation
Adjustment,

Federal Decontamination and Decommissioning will be all

‘charges for decontaminating and decommissioning federal

uranium enrichment facilities assessed to Montaup by the

operators of each nuclear electric generating facility specified in
Section 1.1.1 (a)(iv),(v), and (vi) above as well as the

Connecticut Yankee and Yankee Rowe facilities, subject to the
regulatory authority of the agencies having jurisdiction over the
operation and collection of such funds.

Montaup’s share of the Book Value of the Actual Nuclear Core at
Shﬁtdown or time of sale, which Montaup has not previously recovered
through sales or lease proceeds and the Book Value of Materials and
Supply at Shutdown or time of sale. which have not been addressed by
other recovery mechanisms, will be recovered with a carrying charge in
equal amounts over three years at a pre-tax return provided for in

Section 1.1.2.
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(b} Above M T wer jers will be (i) all payments by

Montaup for Long-Term Power Supply Contracts less the market vaiue

realized from the resale of electricity purchased under the contracts into

the wholesale market, plus (ii) Economic Buyout Payments associated
with those contracts, less (iii) Credit for Unit Sales Contracts.
Long-Term Power Supply Contracts will be all power
supply contracts in place as of December 31, 1995, between Montaup and a
third party supplier, continuing to the termination date of each contract. The
Long-Term Supply Contracts include:

QOcean State Power I and II
Canal 1, including transmission wheeling, rental and support paymemnts

Northeast Energy Associates, including transmission wheeling payments

Potter 2, including transmission wheeling payments
Cleary 9
McNeil, including transmission wheeling payments
Blackstone Hydro, Inc., including transmission wheeling payments
Hydro Quebec, including AC and DC facility support payments
Pilgrim, including transmission wheeling, rental, and support payments
Bear Swamp Hydro
Green Mountain Power Peakers, inciuding transmission wheeling
payments
Economic Buyout Payments will be all reasonable payments agreed to by
Montaup after May 16, 1997 associated with the sale, assignment, disposition
or buy down of the Long-Term Power Supply Contracts . Economic Buyout
Paymenis shall be recovered as incurred to the extent that current recovery

does not increase rates to customers above the level that would have been

incurred absent the sale, assignment, disposition, or buy down of the Long-

-16-
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(iii)

Term Power Supply Contract. The portion of the Economic Buyout Payment
that cannot be recovered currently under the prior sentence shall be deferred
and recovered with the return specified in Section 1.1.2 as soon as such
recovery will not increase rates to customers above the level that would have
been incurred absent the sale, assignment, disposition, or buy down of the
Long-Term Power Supply Contract.

For purposes of calculating above market payments in (b)(1) and £Conomic
buyout-payments in (b)(ii), associated with the long term supply contracts
with OcOean State Power 1 and II, Montaup's total obligation under the
contracts will be based on a return on equity of 9.2%. |

Credit for Unit Sales Contracts will be all revenues associated with unit sales
contracts entered into by Montaup as of December 31, 1995, for sales from (i)
Canal Unit 2, if it is not otherwise subject to market valuation, and (ii)
Contract Demands to non-affiliates, less the market value of these contracts as

shown in Schedule 1, Page 3, Columns (7) through ().

(€ Above Market Fuel Transportation as shown in Schedule 1, Page 16, Column 10 will

be Montaup's continuing long-term payment obligations associated with Capacity

Payments to Algonquin Natural Gas Pipeline for the Canal 2 lateral less the Market  +

Vaine associated with this obligation. The Market Value of Capacity Payments 0

Algonquin Natural Gas Pipeline will equal the actual proceeds associated with the

sale, assignment or termination of contractual obligations. For the purposes of

caleulating the Base Contract Termination Charges, prior to the date that Montaup's

L7 ASAOMS | BIN
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comtractual entitlements to the pipeline capacity are assigned to 2 nonaffiliate, the
Market Vaiue of Capacity Payments to Algonquin Natural Gas Pipelines shall be
deemed to equal the savings associated with actual unit operation on natural gas when
compared to the unit's avoided operation on oil at prevailing market prices. For
illustrative purposes, the amounts shown on page 16 of Schedule 1 reflect a market
value which is 50 percent of the capacity payments.

(d) Transmission wheeling, rental and support charges as shown in Scheduie 1, Page 3,
Column 11 associated with the transmission of electricity from Montaup’s entitlements
in Seabrook Unit 1, Connecticut Yankes, Maine Yankee, Miilstone Unit 3, Wyman
Unit 4, Canal Unit 2. Vermont Yankee, which units are located off of Montaup's
transmission system. These wheeling and support payments shall include only costs
that are exciuded from recovery under Montaup's and NEPOOL's open access
transmission tariffs or are not assighed to a purchaser of unit.

(e) Payments in Lieu of Property Taxes as shown on Schedule 1, page 3, column
(12),wil! incilude all reasonable costs incurred by Montaup or its affiliates associated
with payments in lieu of property taxes to the cities and towns in which Montaup
owns generating facilities to mitigate the loss of tax revenués that those cities and
towns would otherwise incur in connection with restructuring. For the purposes of
calculating the Base Contract Termination Charges and the estimate included in the
Reconciliation Account, the Payments in Lieu of Property Taxes are assumed to be

Zero.
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(f)

Employee Severance and Retraining as shown in Schedule 1, page 3, Column (13),
will include all reasonable costs and expenses incurred by Montaup or its affiliates
associated with the adjustment of their workforces in connection with the
implementation of retail access, divestiture, or the termination of Montaup's Tanff,
including, but not limited to, early retirement, severance, retraining and other
reasonable costs associated with the implementation of the benefits to employees
inciuded in Schedule 5. Montaup shall require purchasers of its generating assets 1o
pay $15 million'? for the costs under this paragraph incurred by Montaup or its
affiliates. In the event that the actual costs incurred under this paragraph are less than
$15 miltion, excluding costs found by FE:RC to be recoverable in Montaup's
iransmission rates, Montaup shail flow back the difference to customers in the
Reconciliation Account. The procedure established in this paragraph shall be the
exclusive method for recovering the costs under this paragraph, and, except in the
avent of legisiation changing required benefits, neither Montaup nor its affiliates shall
be able to recover more than $15 million, subject to the Canal 2 adjustment, for these
costs. Thus for the purposes of caiculating the Base Contract Termination Charges
and the estimate included in the Reconciliation Account, the Empioyee Severance and
Retraining Costs are assumed to be zero and, except in the event of legislation
changing required benefits, these costs shall not result in an increase to the

Reconciliation Account or to the Contract Termination Charge.

1 The parties agree that S11.E whillion will be reserved for Montup and EUASC employees and estimate that $3.2 miflinn wil) he

reserved for Canal 2 and paid hy the buyer of Camal 2. The Canal 2 figure may be adjused when aciual figures are availahle from Canal

Bledine.
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(zg)  Damages, Costs, or Net Recoveries from claims by or against third parties shown on
Schedule 1, page 3, column (14) shall include all damages, costs, or recoveries
associated with Montaup’s generating business which accrued prior to the date of
divestiture and which were not (i) included in the reserves for generation related,
sninsured claims as of May 21, 1994, plus annual additions to the reserves for
uninsured claims in Montaup's M-14 rate, less actual payments out of the reserve for
generation related claims during the period from May 21, 1994 through the Contract
Termination Date; (ii) assigned to Montaup's successor in interest; (iii) recovered
from Montaup’s insurance CarTiers; 61' (iv) the result of gross negligence. For the
purposes of caiculating the Base Contract Termination Charges and the estimate
included in the Reconciliation Account, Damages, Costs, or Net Recoveries from
claims are assumed to be zero.

(h)  Performance Based Rate for Nuclear Units Remaining After Divestiture shown on
Schedule 1, page 3, column (15) shall credit value received that is not otherwise
reflected in the Residual Value Credit, or recover any payments or costs associated
with the sae, lease or disposal of Montaup's minerity ownership share of the
Seabrook, Millstone #3, Maine Yankee and Vermont Yankes Nuclear Units ("PBR
Nuclear Units") that are not otherwise reflected in the Residual Value Credit. If
Montaup is unable to sell, lease, ﬁssign, or otherwise dispose of its PBR Nuclear
Units on the terms set forth in the Stipulation and Agreement prior to the Contract
Termination Date. the Performance Based Rate shall include 80 percent of the

reasonable going forward costs, including variabie costs and post-1995 capital
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additions on a cost of service basis”®, associated with Montaup’s PBR Nuclear Units
that are not otherwise recovered in contract termination charges less 80 percent of the
revenues from sales of energy or capacity from such units that are not otherwise
reflected in contract termination charges. The Performance Based Rate shail apply
for the period from the Contract Termination Date to the date that Montaup either
sells, leases, assigns or otherwise disposes of the PBR Nuclear Units or to the date
such units are shutdown. Within six months prior to implementing the Performance
Based Rate set forth in the prior sentence, Montaup will consult with the parties on a
performance standard for nuclear safety indicators and will file such performance
standard with 2 maximum potential credit for nonperformance of $250,000. Such
sales, if any, shall not be made directly to Eastern Edison’s refail customers,
however, Montaup shall retain the right to use its minority shares of the PBR
Nuclear Units to fulfill its backstop obligations under the standard offer. For the
purpose of calculating the Base Contract T ermination Charges and thé estimate
included in the Reconciliation Account, the Performance Based Rate for Nuclear
Units is assumed to be zero.
() Environmental Response Costs defined as:
(Y] Reasonable and prudently incurred costs associated with the
investigation, testing, remediation, liabilities, damages, claims,

settlements, or judgments attributable to or incurred by Montaup or

135 the event that the nuclear unit is retired before the end of its license life. the capital addition shall be
amortized with a returmn over the remainder of the license or in accordance with its depreciation schedule, whichever
15 shorter. -
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Blackstone relating to deposits or w#sxe from divested generating
facilites off the site of properties sold, whe.ther or not such material is
regulated under the statutes and authorities referenced in paragraph (iv),
inciuding material deposited before the Divestiture Date at disposal
sites, sites to which material may have migrated from off-site disposal
sites, or any off-site location at which generation related material may
have been deposited before the Divestiture Date associated with the
operation of generating facilities sold pursuant to the divestiture plan,

(i) Reasonable and prudently incurred costs associated with the
investigation, testing, remediation, liabilities, damages, claims,
settlements, or judgments attributable to or incurred by Montaup or
Blackstone relating to deposits and wastes occurring prior to the
Divestiture Date whether or not such material is regulated under the
statutes and authorities referenced in paragraph (iv) from facilities
located within the switchyards for which Montaup will retain a
permanent easement on parcels that are otherwise being divested if
such costs are not recovered in transmission ‘rates;

(iii) Reasonabie and prudently incurred costs associated with the purchase ofv -
property that is acquired as part of an overall mitigation and respo'ﬁs.e
plan associated with sites identified in paragraphs (i) and (ii);

(iv)  The statutes and authorities referenced in paragraphs (i) and (ii) shall be

the Comprehensive Environmental Response, Compensation and

L BANEALLBIN '22'
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(v)

(vi)

Liability Act (CERCLA), Resource Conservation and Recovery Act
(RCRA), Massachusetts G.L. c. 21C and 21E, and Rhode Island
General Laws 23-19.14, or any other laws, regulations or orders by
courts or governmental authorities, or resulting from claims and

contentions arising in tort, breach of contract or violation of law;

- Except for property acquired under paragraph (iii), Environmental

Response Costs shall not include costs associated with the investigation,
testing, remediation, or other liabilities relating to property acquired
after the Divestiture Date. Environmental Response Costs recovered
under paragraphs (i), (i), and (iii) shall also be offset by: (i) proceeds
from insurance companies related 10 Environmental Response Costs;
(ii) proceeds from the sale of properties purchased under paragraph
(iii); and (iii)} recoveries from third parties;

Nothing herein is intended to limit, aiter, or otherwise affect any
liability of Montaup to governmental authorities or third parties other
than the buyer or buyers of Montaup generating facilities under any

environmental law including those referenced in paragraph (iv).
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Exhibit MEC-11-EEC
(DTS-3-EEC)

SUMMARY OF CONTRACT TERMINATION CHARGES
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Exhibit MEC-21

(DTS-7)

CANAL || DIVESTITURE _PROCEEDS

Sales Proceeds from Southern Company

Transmission Plant Sale to Comm. Eiec.

CANALWKP WK4

Total Canal Il Saies Proceeds

Wkp Ref.

Use

(3000)
$75,100




DTS WKP page of /2

CANAL || DIVESTITURE
Net Post 1885 Additions

_ Wkp Ref, CANAL 2

Net Post 1995 Additions thru 1.99? p. 3 $6,046
Capital Improvements Included in $75.1m - 511
Additions | 8,557
Depreciation Rate - Production Plant 3.53%
Depreciation 231
Depreciated Net Additions $6,328
USE $6,300

CANALWKP.WK4



POST 1995 GENERATION RELATED NET CAPITAL ADDITIONS DTS WKP Page 3 of l 1

—

THROUGH DECMBER 1897 RECONCILED TO FERC FORM 1
e CANAL
FROD TRANS GEN TOTAL
PLANT IN SERYICE

PLMT IN SERVICE 12/31/05
PERCENT INCLUDED IN CTC

GEN RELATED PLANT 12/31/95 88,837 2,230 848 7i713
1986 PLANT ADDITIONS 13,831 0 3 13834
1996 PLANT RETIREMENTS (2.341) (14} (2.355)
NET ADDITIONS
GENERATION RELATED T 11280 oA 11478
GEN RELATED PLANT 12/31/96 80,327 2220 €35 82782
1897 PLANT ADDITIONS 2,667 147 0 2.814
1997 PLANT RETIREMENTS (193) {63) @ (258)
TRANSFERS AND ADJ'S
NET ADDITIONS
GENERATION RELATED 2474 B4 @y 2556
GEN RELATED PLANT 12/31/97 82,801 2,314 633 85748
CTC PLANT PER FILING 80,822 2,230 845 83,508 -
CTC DIFFERENCE FROM ACTUAL 1,878 84 13y 2050
ACCUMULATED DEPRECIATION

12/31/85 BALANCE
ACCUM. RESERVE BAL. 12/31/85 41,456 1,147 54 42,657
1996 BOOK DEPRECIATION 2,633 54 10 2597
1996 COST OF REMOVAL {1,155) (1,155}
1996 SALVAGE 0
1995 RETIREMENTS (2,341) (14)  (2.355)

NET CHANGE IN RESERVE

CHANGE IN RESERVE {853) 54 {4 (813
ACCUM. RESERVE BAL. 12/31/96 40,583 1.201 50 41844
1867 BOOK DEPRECIATION 2,879 55 9 2,843
1887 COST OF REMOVAL (34) (34)
1967 SALVAGE 0
1897 RETIREMENTS {192 (63) 2) {257}
CHANGE IN RESERVE 2,653 (8) 7 2,652
ACCUM. RESERVE BAL. 12/31/97 43,248 1,783 57 4449
ACCUM RES. PER CTC FILING 47,162 1.256 T4 48482
CTC DIFFERENCE FROM ACTUAL (3,918) (€3) N (3988
12/31/87 GEN REL. NET PLNT 29,555 4,121 576 41,252
12431467 CTC PLNT PER FILING 33.660 974 572 35206
POST '95 GEN REL NET ADD'S 5,885 147 4 6,046

ADDS1207 WK4  05/15/98



DTS WP age S/
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Appendix |

equal to the sal ideration received by

Montauﬁ excluding §15 milliorﬁ’ which purchasers will be
required to pay into an account for employes benefits pursuant to
Section 1.2.2(f), less

(ii) The revenues lost or gained by Montaup between July 1, 1957
and the Divestiture Date measured by the difference between the
revenues excluding revenues attributable to items included in the
Contract Termination Charge or in Montaup’s transmission rates,
that Montaup would have collected under Rate M-14 had it
continued to make the sales to Blackstone under Tariff 1 and the
revenues, excluding transmission revenues and Contract
Termination Charge revenues, that it actually collected from sales
to Blackstone's customers d.uring.the period, together with a credit
for Blackstone's share of the revenue from sales at no less than
market prices made by Montaup to third parties during the pefiod.
provided, however, the lost revenues so calculated shall not

exceed $0.008 per kilowatthour multiplied by the number of

are included in the variable component of the Contract Termination Charge. Montaup reserves its
Tight 1o revise the variable cost estimates and the amortization of fixed cost components in Schedule |
w retlect the assignment of obligations to the purchasers, if such revision is necessary o maintain a
stable and declining pacern of Contract Termination Charges as offset by the Rasidual Valye Credit.

“This figure consists of S11.8 million as shown on Schedule 5 and an estimated $3.2 million for
Canal 2 based on Montaup's 25% share of emplioyee costs for Canal Station. The parties agree to use
4 reasonable acrual figure for Canal 2 when avaiiable from Canal Electric.

" FORMUL = | RED 8



DTS WKP page Jof | 'L

OST REVENUE
as of 12/31/98
1898 Budgeted kWh Delvered to: (1) .
Blackstone : 1,266,871,853
Newport _ 543,140,354
Eastern 2,202,459 929
Total kWh 4,012,572,136
Actual year-to-date April average mills per kWh (2) $0.0043
Estimated Lost Revenues 12/31/98 $17,254 060
USE $17.3 MILLION

(1) Amounts from 1888 kWh budget based upon Co. Retail Access Date,

(2) Lost revenues deffered on books devided by actual kWh.

CANALWKP.WK4



DTS WKP pageof |2

RESIDUAL VALUE CREDIT
TRANSACTION and FINANCING COSTS
$(000)

Description ‘Wkp Ref Amouynt
Transaction Costs

Consultants 1) $2,000

Legal and Other {1 3,000
Financing Costs 2 3,100

Total Transaction and Financing Costs $8,100

(1) Amount will be updated in initial RVC filing, use number indicated as placehoider.

(2) See workpaper page 8 for estimated amount, note that this amount does not include
an estimate for the cost of redeeming preferred stock, and will be updated in initial RVC filing.

CANALWKP.WK4



EASTERN EDISON - CAPITALIZATION @ 1997

SECURITIES RATE

MATURITY

First Mortgage and Coliateral Trust Bonds:

5.875%
5.750%
6.350%
6.875%

8.000%

Secured Medium Term Notes:

7.780%

Pollution Control Revenue Bonds:

£.875%

Total Debt

Preferred Stock:
6.825%

5/98
7/98
8/03
5/03

§/23

7/30/02

8/08

8/08

Total Debt and Pref. Stk. in Capitalization

EECODEBT.WK4 06/05/98 -

DU(F Fa?a%

12/31/87
(3000)

$20,000
$40,000

38,000
$40,000

$40,000
$35,000

$40,000

$223,000

530000

__5253,000



SECURITIEE BATIE  MATURITY

First Montgage and Collateral Trust Bonds:
5.875% 5/98
5.750% 7/98
6.350%  9/03
6.6875% 5/03
8.000% £/23

Secured Medium Term Notes:
7.780%  7/30/02

EASTERN EDISON - DEBT PREMIUMS

ASSOCIATED WITH ASSET SALE

Pollution Control Revenue Bonds:

5.875%

Total Debt

Freferred Stock:

6.625%

Total Debt and Pref. Stk. {0 be repaid

Total Costs

(1) These bonds are non-redeemabie until 8/1/03.

8/08

12/31/98
(3000)

$0

%0
58,000
$0
$40,000

$35,000

50

$83,000

__ 525,000

$108,000

PRICE TO
CALL

. @12/31/88

100.000%
100.000%
101.815%
101.822%

105.160%

102.580%

()

2

USE

PREMIUM
PAID
(3000}

S0
50
5145
30

52,084

5808

$0

$3.118

$3,100

(2} Preferred Stock that helped support Montaup's capitafization is non-redesmable and
would have to be tendered for, premium unknown at this time.

EECODEBT.WK4 06/09/98
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EASTERN EDISON - CAPITALIZATION

AFTER RECAP!TALIZATION
1898 COST OF
SECURITIES  RATE MATURITY {S000) DEBT
First Mortgage and Collateral Trust Bonds:
5.875% 5/98 50
5.750%  7/98 $0
£.350% 8/03 ‘S0 50
6.875% 5/03 $40,000 $2,750
8.000% 5/23 30
Secured Medium Term Notes:
7.780%  7/30/02 $0
Poilution Control Revenue Bords:
5.875% 8/08 340,000 $2.350
Total Debt ' 6.38% $80,000 $5,100
Preferred Stock:
8.625% $5,000

Total Debt and Pref. Stk. in Capitalization $85,000

Approximate Rate Base; ' Debt Equity
Distribution and Transmission @ EECO $140.000
Transmission @ MECO (EECO investment in MECO) 520,000
Approximate Rate Base / Capitalization =§3h§_gg_go 50% 580,000 380,000

EECODEBT.WK4 06/05/98



DTS WKP pagefof / L

RVC ADJUSTMENT
' ' R.l. ROE for 1298
Source: DTS WKP {$000)
. P
_ - Adjusted Filed

Average Net Balance $262,659 $262,659

ROR 13.002% 311.338%
1998 Retum ' $34,387 $29,780
1988 Return on Unamort. ITC 1,426 1.235

Total Annual Retumn $35.813 831,015 $4.798

USE $4,800

CANALWKP. WK4
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EXHIBIT DTS-3

Retail Settlement Agreement



COMMONWEALTH OF MASSACHUSETTS'
DEPARTMENT OF PUBLIC UTILITIES

) .. D.P.U.Docket Nos. 96-100

Electric Utility Industry Restructuring ) and 96-24
),

RESTRUCTURING SETTLEMENT AGREEMENT .

This Restructuring Settlement Agreement (“Settlement™) is jointly sponsored by the Office
of the Attorney General (“Attorney General”), the Division of Energy Resources (“DOER"),
Montaup Electric Co'mpany (“Montaup™), and Eastern Edison Company (“Eastern”). The
Settlement is designed to provide a resolution of issues presented in the induétry restructuring
Docket Nos. D.P.U. 96-100 (the Department’s generic proceeding on electric utility
restructuring) and D.P.U. 96-24 (Eastern’s own restructuring proceeding). This Settlement, once
approved by the Department, would require a restructuring of the EUA System in furtherance of
the competitive market structure objectives of the Department and would implement Consumers
First (the restructuring plan of the Attorney General) and the restructuring plan of the DOER as
applied to E'astém and its affiliates in the EUA System. The Settlement includes a requirement for
a filing by Montaup to separate its generation business from its transmission business, a voluntary
- commitment to divest Montaup’s generation business through a sale or spinoff of 100 percent of
that busin.ess, a request for approval of the jurisdictional separation between transmission facilities

subject to the Federal Energy Regulatory Commission’s (“FERC”) jurisdiction and distrbution



Ifacilities subject to the Department’s jurisdiction, and the assurance of stranded cost recovery by
Montaup and Eastern. This Settlement also resolves all ratemaking issues for Eastern and assures
that Eastern’s rates to retail customers comply fully with the requiremnents of Con._s*umers Fi frst and
the restructuring plan of the DOER. Finally, this Settlement resolves other issues necessary to
implemgnt retail choice for Eastern’s customers on the Retail Access Date which is defined as the
iatgr of January 1, 1998 or the date when retail access is made available to all customers of the
investor-owned electric utilities in Massachusetts.

The parties to this Settlement recognize and fully unde:;stand that their mutual promises in
this Settlement evidcncé the consideration they have extended to each other in their efforts to
settle the issues of D.P.U. 96-24 in accordance with the principles articulated in D.P.U. 96-100.

- The willingness and ability of Eastern and Montaup to commit to and fulfill any and all of their

| obligations under this Settlement, including in particular the full divestiture of Montaup’s
generating business, are predicated and conditioned upon the commitments by the Attorney
General, DOER and the Department to the recovery in full of Eastern’s and Montaup’s stranded
costs, as setl forth in this Settlement and in the wholesale rate settlement included in Attachment 3.
The Settlement is designed to implement Consumers First am:l the restructuring plan of the DOER
in a manner that is consistent with the proposals articulated by the Department in its orders in
D.PU. 96;100. It is further designed to ensure recovery of Eastem’; access charge as part of its
transition from a fully bundled, completely regulated electric utility to an unbundled distribution

company in an emerging competitive industry.



The Settlement follows the outline of Consumers First. The parties have agreed on the
following: |
I Price Reductions for Customers

Consumers First requires meaningful price reductions for. all Eustomers on the Retail
Access Date. A ten percent reduction represents the minimum acceptable result under Consumers
First _anq is ai predicate of the Settlement. The parties agree that the Settlement will include a ten
percent reduction accomplished through the following principles:

a reduction in cost recovery through the initial access charge as compared with currently
effective rates; and

a fixed stream of standard offer prices to customers provided by suppliers in the market
that begin at 2.8 cents per kilowatthour and continue at escalating prices thereafter.

The combination of these principles in the Settlement, when applied to Eastern, will produce a
base rate freeze prior to the Retail Access Date, implement unbundled rates for Eastern
commenbing on July 1, 1997, and provide retail delivery tariffs with a standard offer option on the
Retail Access Date. Eastern’s unbundled tariffs that will be effective until the Retail Access Date,
together with the supporting documentation, are included in Attachment 1. Eastem’§ retail

_ delivery tariffs with the standard offer option that will be effective on and after the Retail Access
Date are incéluded in Attachment 2, Easteﬁ}’s retail delivery tariffs con’;emplate the corporate
separation of Montaup’s generation and transmission businesses and recognize that Montaup will
be paid the transmission rates established by FERC.

Under a separate wholesale rate settlement included in Attachment 3, Montaup’s



wholesale Base Rates and Purchased Capacity Adjustment Clause factor (“PCAC”) (Montaup
Electric Company, FERC Electric Tariff, First Revised Volume No. 1) to Eastern will be frozen
effective January 1, 1997 through the Retail Access Date, or through December 31, 2000 if the
Retail Access Date has not yet occurred or ﬁastem has not otherwise temﬁnafed its all- |
. requiremehts service under the wholesale tariff. Following the Retail Access Date, Montaup will
cease providing Eastern all-requirements service under the wholesale tariff and Montaup will
_ implement, and Eastern w1]l pay, the contract termination charges set forth in that wholesale rate
settlement.
The approval by FERC of the wholesale rate settlement is a condition to the effectiveness
of this Settlement and to the provision of retail access by Eastern to its customers. Failure _by
FERC to approve the wholesale rate settlement as filed shall render this Settlement null and void

and of no effect.

Tﬁe unbundled rates included in z:kttachment 1 shall be phased in during the last sxx months_

of 1997 beginning on July 1, 1997 in accordance wi;h the following terms:

1. Eastern’s unbundled rates are divided into distribution charges, transmission
charges, and generation charges. Thé distribution charges inciude Eastern’s
distribution costs including the conservation cost factors approved by the
Department for calendar year 1996, and recovery of fixed costs currently

recovered in Montaup’s M-14 rate. The transmission charge includes transmission



costs billed to Eastern. The generation charge includes Eastern’s fuel clause plus
an allowance to approximate the variable costs currently associated with
Montaup’s purchased power expense recovered in Montaup’s M-14 rate.
'Eastem’s fuel clause will continue to operate as a fuilly reconciling charge during
the effective period of the unbundled rates.

Eastern’s unbundled rates will be used for billing purposes to provide information
to customers.

Eastern will eliminate its Purchased Power Cost Adjustment (“PPCA”) M.D.P.U.
No. 245 as of January 1, 1997 and will roll PPCA into its base rates by adding the
PPCA E-9R amount of ($0.00501) per kilowatthour and the PPCA E-11
reconciliation adjustment of $0.00096 per kilowatthour to base revenues. No
further reconciliations of purchased power expense and revenues will be required
after January 1, 1997, and any balance whether positive or negative will be
retg.ined or borne by Eastern and will not be refunded or collected from customers.
.The unbundled rates.shall remain in effect for all usage prior to the Retail Acce;ss
Date, subject- to Section I.C. below. The final balances in the fuel factor remaining
after the Retail Access Date, whether positive or negative, shall be returned to or
collected from customers in the first quarter after the Retail Access Date.

Eastern will eliminate its Conservation Cost Adjustment Clause (“CCA”)

M.D.P.U. No. 302 on January 1, 1997 and will roll CCA into its base rates by



adding the following amounts to base revenues:

R-1 $0.00174 per kWh
R-2 $0.00177 per kWh
R-3 $0.00205 per kWh
R-4 - .. $0.00168 per kWh
G-1 $0.00434 per kWh
G-2/T-2 $0.00436 per kWh
G-4 $0.00409 per kWh
G-5 $0.00378 per kWh
G-6 $0.00370 per kWh
H-1 ' $0.00436 per kWh
H-2 $0.00368 per kWh
W-1 $0.00140 per kWh
A-6 $0.00355 per kWh

The roil in will provide $8,238,000 in annual base revenues.
Eastern will eliminate its Conservation Service Charge (“CSC™) clause M.D.P.U.
No. 182 on January 1, 1997 and will roll CSC into its base rates by adding the
current CSC factor of $0.13 per customer-month to base rates. The roll in will
provide $284,600 in annual base revenues.
Effective on July 1, 1997, Eastern shall close, or cease to offer, to new customers
the following rate and rate riders:

Large Primary Voltage Auxiliar}-r General Service Rate A-6

Economic Development Rate Rider ED

Interruptible Load Rider ILR

10



The retail delivery rates included in Attachment 2 shall become effective for usage on and

after the Retail Access Date on the following terms.

L.

Eastern’s retail delivery rates include four components. The distribution and

access charges will be included in distribution charges, the trahsmission charge will

be billed in a separate transmission service cost adjustment, and the standard offer

charge will be billed separately to customers taking standard offer service. The

four components are as follows:

(@)

®)

Distribution charges that will remain in place through December 31, 2000
and which may be superseded by a filing that becomes effective after
suspension on January 1, 2001. Performance standards are also established
in the distribution component of the rate with credits to customers if the

standards are not achieved.

Transmission charges that recover on a fully reconciling basis the
transmission charges billed to Eastern by Montaup together with the
charges, if any, billed to Eastern by or for the benefit of a Regional
Transmission Group, an Independent System Operator, any other
transmission provider, or any regional entity that may be created or allowed
to implement rates and tariffs for transmission services or reliability related

operating services under FERC accepted tariffs;

11



(¢)  Access charges that are designed to recover on a fully reconciling basis all
contract termination charges paid by Eastern to Montaup. As set forth
more fully below these access charges are fixed at 3.04 cents per
kilowatthour for the period through Decembér 31, 2000, subject to a
residual value credit under Attachment 3, and at declining levels thereafier.
The access charges are subject to adjustment for various factors included in

~ Attachment 3.
(d) A standard offer for service during a transition period that is fixed for the

period through December 31, 2004 subject only to a fuel index, which is on

.the following schedule:
Calendar Year Price per kilowatthour
1998 2.8 cents
1999 ' 3.1 cents
2000 3.4 cents
2001 3.8 cents
2002 4.2 cents
2003 4.7 cents
2004 5.1 cents

Together the charges in paragraphs (a) through (d) comply with Consumers First related to rate§
and prices. In addition, Attachment 4 contains revised terms and conditions for Eastern that
reﬂé& changes to Eastern’s tern;s and conditions associated with its change to an unbundled
distribution company, and which set forth the requirements for customers taking retail access.
The details of each charge included in the rates and the changes to the terms and conditions are

set forth in the paragraphs below.

12



Distribution Charges. The distribution charges in the retail delivery rates will

become effective on the Retail Access Date and will remain in effect through

(a)

December 31, 2000 on the following terms.

Eastern shall be authorized to establish a storm fund to pay for all of the
incremental costs of any major storm, defined as any storm with
incremental costs of over $250,000 occurring after the date this Settlement

is approved by the Department. The distribution component of the retail

- delivery rates contains 2 $1.3 million accrual for this charge and Eastern

shall begin to accrue this amount to the fund on an annual basis
commencing on the date when the retail delivery rates become effective,
The accrual shall continue at $1.3 million per year until a modification is
approved by the Department following a filing by Eastern. Eastern is
authorized to charge all incremental costs of major storms against the fund
and to pay or accr;.xe interest on the fund balance whether positiyz; or
negative. The storm reserve fund will be prefunded with up to $2.0 million
to the extent that such funds are avail#ble as excess recoveries resulting

from the reconciliation of Montaup’s 1996 PCAC billing rate.*

To the extent the PCAC refund to Eastern exceeds $2.0 million, any additional
excess will be applied to offset the costs Eastern will incur to enhance its billing
system to accommodate the billing of unbundled retail rates and competitive
supplier services and to satisfy Eastern purchased power buyout costs. All PCAC
refund proceeds in excess of the amounts necessary to establish the storm fund, to

9
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(b)

©

The retail delivery rates are based on the assumption that the dollar
amounts associated with FAS 106 obligations related to retail operations,
currently deferred on Eastern’s books-shall be amortized over the period
commencing on January 1, 1997 and ending on becerﬁber 31, 2000.

This Settlement is based on the existing separation of distribution and
transmission facilities on the integrated Mont?.up and Eastern systems, and
thu;v, assumes that all property owned by Eastern except for those facilities
that are paid for by Montaup pursuant to FPC No. 15 is subject to the
Department’s ratemaking jurisdiction when it is used to provide access to
retail customers. As set forth below, the parties agree that this separation
is reasonable and appropriate, and should be approved by FERC and the
Department for ratemaking purposes as part of this Settlement. However,
approvaj of the jurisdictional separation of facilities without change is not a
condition of this Settlement. Pending review of Eastern’s and Montaup’s
facilities, Eastern and Montaup may seek to change the classification of
certain facilities. In the event that facilities or costs are transferred from
transmission to distribution .or from distribution to transmission, the parties

agree that appropriate adjustments to the transmission and distribution

enhance the billing system and to satisfy purchased power buyout costs will be
transferred to the Access Charge reconciling account and be reflected as a credit.

10
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(d)

(e)

)

components of the rates will be made to reflect the transfer.

The retail delivery rates are based on the assumption that all remaining
unfunded state and federal FAS 109 deferred income tax balances * are
recovered over three years after the effective date of the retail delivery |

rates.

- Eastern shall implement performance standards for reliability and

customer satisfaction set forth in Attachment 6. Eastern shall be required
to credit customers with an amount calculated in accordance with the
schedules in that attaclunént during the year following any year that it
failed to meet a performance standard. In addition, Eastern shall propose,
by October 1, 1997, a performance standard for the effective management
of line losses.

Commencing on April 1, 1999 and by April 1 of each subsequent year,
Eastern shall file with the Department to adjust rates to recover or refund
revenues necessary to assure that Eastern’s annual return on equity
associz;ted with distribution operations from the prior yeﬁr averaged
between six percent and eleven percent before any award or penalty that

may be required pursuant to paragraph (¢). Eastern’s return on equity for

At December 31, 1996, deferred federal and state income tax balances were
($651,355) and $3,294,835 respectively. See Attachment 5.
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(8)

the prior year will be determined by using the eamings available for
common equity as reported to the Securities and Exchange Commission in
Eastern’s annual report adjusted to remove the impact of Eastern’s
investment in Montaup.’ If Eastern’s return on equity s.o calculated is
below six percent, it shall be authorized to increase its rates by a uniform
per kilowatthour surcharge calculated to provide sufficient revenues to
increase Eastern’s return on equity to six percent. If Eastern’s calculated

return on equity is above 11 percent, it shall be required to reduce its rates

| by a uniform per kilowatthour surcharge to refund revenues necessary to

reduce the calculated return on equity between 11 and 12.5 percent by 50
percent and the earnings above 12.5 percent by 100 percent. If Eastern’s -
calculated return on equity falls berween 6 and 11 percent, then no further
adjustment shall be authorized or required.

Eastern shall also adjust its retail delivery rates for the effects of any
changes in the federal or state income, revenue, sales, or franchise tax rates
or laws, or any externally impos;ed accounting changes, if they affect

Eastern’s costs by more than $125,000 per year or any other charges under

Eastern’s earnings available for common equity and common equity balances shall
also be adjusted to eliminate the effects of any writedown and to restore expenses
associated with any such writedown that may result from the implementation of
industry restructuring or this Settlement.

12
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(h)

@

@

the retail delivery rates in Attachment 2.

The retail delivery rates include fuily reconciling charges for Eastern’s
access charges and transmission payments. The access charges shall be
rolled into the distribution rates and shall niot be shown separately on bills
to customers. To maintain rate stability and avoid rate dislocations, cost
allocations among rate classes were determined using the allocators for
these cost functions that have been developed and approved in prior cases
within continuity constraints.

The discount for the R-2 Rate that is available for Eastern’s low income
customers is designed to reduce the base rates of a customer taking
standard offer service by 35 percent in accordance with Consumers First.
The discount is applied exclusively to the distribution component of the
rate to assure that the same level of discount is available regardiess of the
supplier and to allow the operation of the reconciling access and
transmission charges. The recovery of the discount from Eastern’s other
customers is based on distribution rate base in accordance with the
practice in prior cases.

Eastern’s energy conservation services charge and conservation cost
factors will be discontinued on the effective date of the ur_:bundled retail

rates. An overrecovery balance is anticipated which shall be placed in a
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reserve account to be used to mitigate the phased-in increase in the

conservation and load management and renewables annual budgets. for the

period 1998 through 2001.
Trapsmission Charges, The transmission charges in Eastern’s retail delivery rates
shall be recovered in a uniform cents per kilowatthour factor per rate under the
transmission cost adjustment provisions included in tariffs. The transmission cost
adjustment shall recover the costs billed to Eastern by Montaup (or its successor
or assignee), by any other transmission provider, and by other regional
transmiséion or operating entities, such as NEPOOL, a regional transmission group
("RTG"), an independent system operator ("ISO"), or other regional body in the
event that they are authorized to bill Eastern directly for their services. The
transmission cost adjustment shall be established annually based on a forecast of
transmission costs, and shall include a fuil reconciliation and adjustment for any
over- or under-recoveries occurring under the prior year’s adjustment. As set
forth below, the Parties have agreed to support the implementation of NEPOOL
reforms, including the formation of an RTG and ISO to the extent consistent with
this Settlement. These reforms are desirable, but are neither a condition to retail
access by Eastern nor of the approval of this Settlement.
Access Charges The access charges in Eastern’s retail delivery rates shall be

recoverable in a uniform cents per kilowatthour factor under the access cost
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adjustment provisions included in the tariffs in Attachment 2. The access cost
adjustment factor will recover on a fully reconciling basis the contract termination
charges billed by Montaup to Eastern under the whole_sale rate settlement included
in Attachment 3 and shall be subject to the dispute resolution procedures sct.fox:th
in Section 3.5 of that wholesale rate settlement. The Parties agree that: a) the
wholesale rate settlement in Attachment 3 is reasonable; b) approval of this
Settlement by the Department represents express authorization of Eastern to pay
those charges under G.L.c. 164, § 94A until Eastern’s obligation to Montaup for
payment of contract termination charges has been fully extinguished; c) the
decision by Eastern to execute a contract termination agreement with Montaup
included in Attachment 3 and to pay the contract termination charges is reasohable
and prudent; and dj the contract termination charges shall be recoverable in
Eastern’s rates for retail delivery services for as long as the contract tenninatic.rn
charges remain in effect. | |
Standard Offer, Consisteﬂt with Consumers First, Eastern shall ﬁrrangc to provide
standard offer service through a transition period ending on December 31, 2004,

| by putting out a bid for Stan&ard Offer power supply. Backstop service would be
provided by Montaup, its successor or assignee at the guaranteed wholesale price.
If there is a simultaneous, statewide auction for Standard Offer service, Eastern

will participate and take its pro-rata shares of bid services from the market and
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backstop services from Mc;ntaup. Simultaneous statewide bid, in this context,
would be a bid process accepted by all utilities offering Standard Offer service on
the Retail Access Date under essentially the terms defined by Consumers First and
representing at least 70% olf Massachusetts electric oad. |

Standard offer service shall be available to all of Eastern’s retail customers
on the Retail Access Date. After the Retail Access Date customers are free to
leave the sfandard offer at any time to purchase from .an alternative supplier in the
market but, once the market option is selected, a customer may not return to
sefvice at standard offer prices, provided, however, that standard offer service
shall be availabie to all residential or Small General Service Rate G-1 customers
who have previously taken service from an alternative supplier for the first year
after the Retail Access Date, if such residential or Rate G-1 customer elects to
return to standard offer service within 90 days c;f first taking service from the
alternative supplier. The terms and conditions for the bids by potential suppliers
for standard offer service are set forth in Attachment 7.

Eastern’s standard offer prices are guaranteed, subject to the fuel price
index described in Attachment 7. Under the tariffs included Iin Attachment 2,
Eastern’s charges for standard offer service are included as a separate surcharge to
the rates for retail delivery service that apply to all retail access customers.

Eastern shall reconcile the revenues billed to retail customers taking standard offer
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service against payments to suppliers of standard offer service and recover or

refund any under or overcoliection on the following terms:

(a

(b)

Any revenues billed by Eastern for standard offer service in excess of
payments to suppliers of that service shall be accumulated in an a‘ccount.
and credited wi-th interest calculated using the methodology for calculating
interest on customer deposits specified in Eastern’s terms and conditions.
The accumulated balance at the end of each calendar year shall be credited
to all of Eastern’s retail delivery customers through a uniform cents per
kilowatthour factor in the following year.

In the event that the revenues billed by Eastern do not recover Eastern’s
payments to suppliers or Eastern defers expenses to meet the inflation cap
established in Section I.B.9, Eastern shall be authorized to accumulate the
deficiencies in the account together with interest calculated as above and
recover those amounts by implementing a uniform cents per kilowatthour
surcharge on the rates for standard offer service, if and to the extent that
the aﬁcess charges billed by Eastern to its retail delivery éustomers are for
any reason below the unadjusted contract termination charges listed in
Attachment 3. Under-recoveries, if any, that remain after the standard
offer transition period ends on December 31, 2004 shall be recovered from

all retail delivery customers by a uniform surcharge not exceeding $0.004
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per kilowatthour commencing on January 1, 2010.
Safety Net Service. In recognition that electricity is an essential service, and that
there is a risk that in a competitive market some low-income customers may be
unable to obtain or retain service on reasonable terms on account of a creditl profile
that would not create a barrier to service under the current regulated monopoly
supply, Eastern shall arrange to provide electric supply- for low-income customers
who are no longer eﬁgible to receive service under the standard offer and not
adequately supplied by the market because they are unable to obtain or retain
electric service from competitive power suppliers. Service under this provision
shall be made available under rates, terms and conditions approved by the
Department. Eastern shall fully recover any reasonable costs it incurs in arranging
this service.
Basic Service. In recognition that customers may face an occasional hiatus
between competitive suppliers, and in an effort to prevent such customers from
losing power because they temporarily do not have a contractual relationshiﬁ with
a viable supplier, Eastern shall facilitate the continued delivery of power, such as
by providing supply to such customers through the short-term wholesale power
market, and allow for them to have a reasonable opportunity to make other supply
arrangements, and shall fully recover its reasonable costs of providing such service.

Such supply shall be provided on terms and conditions approved by the
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Department.

Terms and Conditions. Eastern’s terms and conditions in Attachment 4 have been
modified to reflect the changes in Eastern’s operations. In addition to
modifications that are necessary to reflect changes to Eastern’s business with its
customers, the terms and conditions in Attachment 8 ha§e been added to specify
the terms and conditions for the settlement process with suppliers. Those
requirements are designed to allocate [oad and resources as required under the
NEPOOL agreement and protocols. These terms and conditions are recommended |
by Eastern for approval by the Department. However, approval is not a condition
of the Settlement.

Inflation Cap for Standard Offer Customers. Eastern shall assure that the
economic value of the ten percent rate reduction for customers is maintained by
capping average revenues per kilowatthour for retail delivery service plus the .
standard offer, adjusted to exclude: (1) the fuel price index in Attachment 7; (2)
any adjustments caused by the return on equity floor under Section 1.B.2(f); and
(3) changes in tax laws or accouliting under Section [.B.2(g), at 9.15 cents per
kilowatthour adjusted for the Consumer Price Index occurring between October 1,
1996 and the effective date of any adjustment to the standard offer price under
Section I B.1(d). Eastern shail defer expenses associated with payments to

vendors under the standard offer equal to the amount necessary to meet the
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inflation cap and recover such defarral using the mechanism in Section LB.5(b).

Nothing in this Settlement shali prevent the Parties from seeking a rate change to become
effective after suspension on January 1, 2001 in the event that the Rétail Ac'cess Date has'hot
occurred by that time.

I Beacfits of Compefiion Extended to All Customers

Consumers First requires utilities to extend the beneﬁts of competition to all customers.
This Settlement achieves that requirement by providing all customers with the opportumty to
choose alternative suppliers on the Retail Access Date and by guaranteeing significant rate
reductions for customers who take standard offer service prior to choosing an alternative supplier
under the ratemaking portion of this Settlement,

This Settlement further requires Eastern to provide retail access and implement retail
delivery rates on the Retail Access Date, Under this Settlement, this condition will be achieved
when legisiation, final regulatory or court action, or unchallenged settlements approved by the
Department' in 2 final order with alf other investor-owned utilities are in place. In the event that
retail access is not yet available to all customers of investor-_owned utilities by January 1, 1998,
Eastern in its sole discretion shall have the option to file for the Department’s approval to
accelerate hthe Retail Access Date under this Settlement, implement retail access for its customers,
and make the tariffs in Attachment 2 effective by providing the Department and the Parties with

90 days advance notice in writing,
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resources. The Parties have agreed to the following terms:

A Emissions Reducs

Montaup or its successors in interest shall reduce emissions of NO, and SO, from its
Somerset Station and its share of Canal No. 2 by the amounts and on the schedule and terms set
forth in Attachment 9.
Nothing in this Settlement shall affect Montaup’s obligations to comply with
environmental regulations Iawﬁ.LIly imposed or restrict the environmental regulators’ authonty to

impose new environmental standards. -
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By August 1, 1997, Eastern shall develop and file with the Department annual budgets for
demand-side ("DSM") programs and clean renewables for the period 1998 through 2001 based on

the following rates per kilowatthour*.

Calendar Year Mills per kWh Annual Budget
' 1998 325 $ 8,450,000
1999 3.55 9,230,000
2000 : 3.85 10,010,000
2001 - _ 4.00 ’ 10,400,000

An overrecovery balance of $4, 182,899 a-t January 1, 1997 shall be placed in a reserve account to
be used to mitigate the phased-in increase in the conservation and load maﬁagement ("C&LM")
and renewables annual budgets throughout the period 1998 through 2001. Unexpended budgeted
amounts from 1997 for DSM and/or renewables shall be used to support collaborative research
on market transformation and other DSM issues’($100,000 to be supplied early in 1997) and to
prefund the 1998 renewables amount as of January 1, 1998. At least 15 percent of the annual

C&LM budget shall be spent on residential programs. At least 15 percent of the amount

. *During any given year, Eastern shall reconcile actual spending, actual kWhs distributed
times specified mill levels and Lost Base Revenue to the budgeted expenditures, with separate
reconciliations for DSM and renewables, and shal carry forward any balance, positive or
negative, into a reserve account to adjust program budget levels for the following year. The
parties agree to work collaboratively to ensure that actual expenditures in 1998-2001 deviate
from specified mills’kWh amounts as little as possible,

*The collaborative would iaclude signatories and others interested in developing and
implementing DSM and/or renewables pians.
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budgeted for residential programs in any given year shall be spent on low income residential
programs, and the amount budgeted for low income residential prozranﬁs implemented through
the existing weatherization and fise assistance program network shall be a minimum of $148,000
in 1998, $175,000 in 1999 $188,000 in 2000, and $202,000 in 2001 prowded that the |
performance of network contractors is of satisfactory quality to Eastern. For each of the
following years listed below, funds shall be allocated within the annual budgets to commercialize
and develop fuel cells and a diverse group of clean renewables in a manner approved by the

Department, with collaborative input, based on the following rates per kilowatthour times the

kilowatthours distributed by Eastern.

Estimated

Calendar Year Mills per kWh Funds Available
1998 0.25 § 650,000
1999 0.55 1,430,000
2000 0.85 2,210,000
2001 1.25 3,250,000

The budgets shall also include expenditures, for the ECS program, Lost Base Revenues,
expenditures for Eastern’s Elemand-side management programs, z; collaborative or collaboratives
on energy efficiency and ren.ewables, sophisticated metering and control systems, and overhead
costs. The cost of sophisticated metering and control systems will not exceed $800,000 6ver the
peribd January 1, 1998 through December 3 1, 2001 and will not exceed $400,000 in any given

calendar year.

Eastern will make every effort to invest in cost-effective C&LM and renewables.
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However, because of the maturity of its C&LM effort, the relative high cost of new technologies
that will be targeted m market transformation initiatives, and the relative mmmaturity of renewables
technolqgies, Eastern may invest in some C&LM and renewables that do not pass individual
benefit-cost analyses. |

While the Department will decide the appropriate level for ongoing conservation, load
management and renewables Mding after December 31, 2001, Eastern, the Attorney General,
and DOER jointly recommend that evaluation of funding after this date be informed by review.of
the then current market barriers and experience gained with the competitive energy markets aﬁd '
customer choice established in this Agreement, and should further be based upon environmental
and economic goals to be achieved by such funding established by the Department through
appropriate proceedings. Ongoing commercialization support for fuel cells and clean renewable
technologies beyond December 31, 2001 should also be based on a goal of supplying at least four
percent of Massachusetts electricity kilowatthour sales from such new, cleaﬁ technologies by the
end of 2007.

Generation technologies potentially eligible for commercialization support, subject to
Department review, shall include a diverse group 6f low and zero emissions generation
tedhnologies with substantial long-term, cost-effective regional production potential which utilize
any of the following:

a) solar photovoitaic and solar thermal electric energy;

b} wind energy;
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c) ocean thermal, wave and/or tidal energy;

d) fuel cells;

) landfill gas; and

f) low emissidn advanced biomass power conversion technologies like gaéiﬁcation

using such biomass fusels as wood, agncultura], or food wastes; energy crops,
biogas, or organic refuse-derived fizel.

While the Department will decide how fimnds shall be allocated based on input from a
collaborative process, the commercialization of clean generating technologies should be -
accomplished in a least cost manner through an appropriate competitive bidding process. Optimal
use should be made of competitive bidding in funding commercialization activities.
Commercialization activities shall also attempt to promote as diverse a group of clean
technologies as is practical and ensure no single resource or technology dornihates
commercialization efforts.

Eastern will support pilot projects in 1997 through a collaborative or collaboratives on
energy efficiency and renewables funded out of the budget for cost of conservation and Joad
ﬁmagemcnt approved by the Department for 1997 to assess candidate renewable technologies,

- their costs and where they make sense, and conservation and load management technologies that
can be used in reducing or avoiding distribution system costs. Operational procedures to invest in -
clean distributed generation and geographically-targeted DSM that lower distribution service

costs should be implemented as soon as is practical.
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Clean distributed generation of 30 kilowatts or less which include fuel cells, renewables
and small scale cogeneration shall remain eligible for “net metering” as provided for in existing
Department regulations regarding the buy-back of generating power at the retail rate.

IV, Protect Low Income Customers,

The fourth principle in Consumers First focuses on the continued protection of low
income customers. Eastern’s plan complies with this principle by continuing the low income
discount Rate R-2_ to provide customers taking standard offer service the same 35 percent
discount on the base rate as presently received. The discouﬁ shall be applied exclusively to the
distribution component of the rate to assure the same level of discount regardless of the supplier
and to allow operation of the reconciling access and transmission charges. The recovery of the
discount from Eastern’s other customers is based on distribution rate base in accordance with
the practice in prior cases.

In order to protect against redlining by suppliers, Eastern will create an option under
which suppliers can bill Eastern Edison directly for electricity delivered up to the prices for
Standard Offer Service for Rate R-2 customers, and Eastern will assume all credit risks including

| the risk of non-payment, associated with these customers_..

Electric service is essential and should be available ;o all customers. The restructured
electric;ity industry should provide adequate safeguards to assure universal service. Programs and
mechanisms that enable residential customers with low incomes to manage and afford essential

electriciiy requirements will be maintained throughout the period of the settlement in order to
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foster the goal of universal service,

V.

The final principle in Consumers First focuses on the institutional structure and

protections necessary to prevent unfair and anti-competitive conduct, and to maintain reliable and -
safe electricity supplies. These industry structure issues focus on the region as a whole and the
corporate structure of Eastern and its affiliates within the EUA System.
A Regional Reform,

- The regional issues center on the formation of a regional transmission group, an
independent system operator and NEPOOL reform. Eastern and Montaup have participated
| actively in these issues. Montaup and Eastern shall continue to support regional reform and shall
consult with the parties to th:s Settlement to develop mutually agreeable approaches to the issues
that are consistent with the terms of this Settlement. However, this Settlement is not cond:tlonal

upon the adoption, approval, or implementation of the filed NEPOOL proposal.

In Order 888, FERC set forth a seven factor test for determining wﬁether facilities used to
provide access to retail customers are subject to the ratemaking jurisdiction of FERC under the
Federal Power Act or of the Department under state law. Attachment 10 provides a specific
evaluation of FERC’s seven factors as applied to the separation of fé,cilities between Eastern and
Montaup. The parties agree that all of Eastern’s facilities, except for those that are paid for by

Montaup pursuant to FPC No. 15, meet FERC'’s seven factor test for designation as distribution
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facilities subject to the Department’s jurisdiction, and the parties support an affirmative

recommendation by the Department to FERC that the current separation between the transmission

facilities owned by Montaup and distribution facilities owned by Eastern be adopted by FERC for

ratemaking purposes as part of the approval of this Settlement. However, approval of the

- jurisdictional separation of facilities without change is not a condition of this Settlement.

C.

Transfer of Transmission Properties and Facil

Montaup shall develop and file with the Department by July 1, 1997 to separate its

generating business from its transmission business.

D.

L.

Consistent wﬁh the restructuring plan advanced by the DOER, Montaup agrees,
subject to the receipt of all required governmental approvals, to lease, sell, spin off,
or otherwisé dispose of its generating busines; to a nonaffiliated entity or entities,
other than prdperties, assets, and entitlements clatlzsiﬁed to be the transmission
function. The parties intend that the properties to be divested shall also inciude
properties currently in FERC Account 105 Land Held for Future Use and FERC
Account 121 Nonutility Property. Montaup shall develop and file by J'ul.y 1, 1997
a plan with the Department to imﬁlement divestiture. This plan shail include in |
particularized detail the generating business to be divested and shall be updated
with an informational filing 90 days before the date of divestiture. The Department

shall review the plan and shall issue a fina! order on the method of sale and the
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reasonableness of the proceeds as part of its plan approval. The divestiture shall
be completed by six months after the later of the Retail Access Date or the receipt
of all governmental approvais necessary for the transfer. If, for any reason, the
_divestiture is not completed within three years c;f the Retail Aécess Dﬁte; Montaup
shall file a report with the Department explaining the delay.
As part of the divestiture, Montaup will endeavor to sell, lease, assign, or
otherwise dispose of its minority shares of nuclear units on terms that will assign _
ongoing operating costs and responsibility to a nonaffiliated third party but may |
require Montaup to retain the obligation for post-shutdown, decommissioning, and
site restoration for theée urﬁts. Montaup shall recover these post-shutdown,
decommissioning, and site restoration costs from Eastern through the contract
termination charge, and shall credit any net positive value or recover any payznenté
associated with such transaction in the Reconciliation Account of the contract
termination charge. The Parties agree that this approach is reasonable and
Montaup is authorized to include it in its divestiture plan. This plan will be subject
to approvai of the Nuclear Regulatory Commission (*NRC”) to the extent required
by NRC regulations. In the event that Montaup is unable to sell, lease, ﬁssign, or
otherwise dispose of its nuclear units, Montaup shall include 80 percent of the
going forward costs of operating the units, including variable costs and capital

additions, and 80 percent of the revenuas from sales of energy and capacity from
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such units, in the Reconciliation Account and recover or return any difference
through its contract termination charges to Eastern. Within six months prior to
implementing the Performance Based Rate set fqrth_in the prior sentence, Montaup
will consult with the parties on a performance standard for nuclear éafety
indicators and will file such performance standard with a maximum potential credit
for nonperformance of $250,000. Montaup’s sales, if any, from its nuclear units
shall not be made directly to retail customers of Eastern and may be used by
Montaup to fulfill its backstop obligations under the standard offer.
As part of the divestiture, Montaup will endeavor to sell, assign or otherwise
dispose of its power contracts on terms that will assign ongoing contract payments
to a nonaffiliated third party. In that event, changes to the above market payment
to power suppliers shall be reflected in the Reconciliation Account. In the event
that such contracts cannot be sold, assigned, or otherwise disposed of, the power
purchased from those contracts shall be sold and the contract payments and market
. value associated with the sale shall be reflected in the Reconciliation Account.
Such sales, if any, shall not be made directly to retail customers of Eastern and
may be used by Montaup, to fuifill its backstop obligations under the standard
offer. Nothing in this Settlement shall affect the rights of suppliers or Montaup
under purchased power contracts,

In this proceeding, the Department and intervenors have expressed the goals of
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attaining 2 market valuation of utility stranded costs and creating a competitive
market for supplying electricity to consumers. The Department has expressed a
preference for voluntary divestiture of utility generation as a means of achieving
these goals. .T'he Department has stated that is "has the authority to appi-ove the
voluntary divestiture of assefs, " but that it has "no explicit statutory authority [to]
order divestiture, nor is it likely to be implied." (D.P.U. 95-30, August 16, 1995).
Montaup and Eastern have asserted that the Department lacks authority to order
divestiture, and would contest any effort by the Department to do so. Montaup
and Eastern have agreed, as part of this Settlement, voluntarily to undertake such
divestiture. In exchange, and as consideration for this voluntary divestiture, the
parties to this Settlement, and the Department by its approval of this Settlement,
agree that Montaup’s contract termination charges as set forth in Attachment 3 to
Eastern and Eastern’s access charges as set forth in Section LB.1(c) for the period
contemplated by this Settlement are just and reasonabie. Accordingly, and to give
effect to the reliance placed by the parties on the foregoing, the Department shall
treat the findings that such contract termination charges and access charges are just
and reasonable as a final determination made after public notice and a full
investigation of the merits, and, in any future proceeding brought by any person or
party, or by the Department on its own: motion, shall accord such finding the full

benefit of policies of repose including, without limitation, the applications of the
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doctrines of res judicata, collateral estoppel, the filed rate doctrihe, the prohibition
against retroactive ratemaking, and the finality of contracts, it being the express
intention of the parties to prevent, as a matter of law and policy, the Department
or any other authority from: (a) revisiting the issue of the justness and -
reasonableness of the contract termination charges and the access charges; (b)
reducing, other than as set forth in Attachment 3, the amount of the contract
termination charges or the access charges; or (c) otherwise limiting the night of
Montaup, its successors or assigns, or Eastern to charge and recover the contract
tennihation charges or the access charges set forth in this Settlemenf for any
reason prior to their recovery in full as contemplated by this Settlement.

To facilitate the divestiture and valuation of Montaup’s units, the parties agree that
it 1s in the public interest for Montaup or its successors or assigns to be auth_orizéd
to sell electricity at market prices in either the wholesale or retail markets, and that
Montaup or its successors or assigns shall be free to apply to become an exempt
wholesale generator pursuant to Section 32 of the Public Utility Holding Company
Act of 1935 and other Federal law, rules and regulations, and to designate each

~ and every generating facility and entitlement it owns as an eliéible facility pursuant
to that statute. Approval of this Settlement by the Department shall represent
express findings by the Department that it has sufficient regulatory authority,

resources, and aczess to books and records to exercise its duties, and that the full
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participation of Montaup in the market and the designation of each of its facilities
as eligible facilities will benefit consumers, is consistent with existing state laws,
will not provide any unfair competitive advar_!tage by virtue of its status as a facility
owned or formerly owned by Montaup, and is in tﬁe public interest.

Nothing in this Settlement shall prevent affiliates of Montaup from re-
entering the generation business following the completion of divestiture, and
nothing in this Settlement shall prevent affiliates of Montaup from marketing
electricity, other energy sources, or energy services to customers within or outside
Eastern’s service territory.

E. Customer Service Standards
Mnimum residential customer service safeguards and protections for consumers in their
dealings with competitive povfer suppliers, as provided by statute or the rules of the Department,
should be maintained.
VI Successors and Assigns
| The rights conferred and obligations imposed on any Signatory by this Settlement shall be
binding on or inure to the benefit of their successors in interest or assignees as if such successor

or assignee was itself a Signatory hereto.
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VIL  Additional Prowis

A This Settlement is the product of settiement negotiations. The content of those
negotlatlons shall be privileged and all offers of settlement shall be without prejudice to the
position of any party or Participant presenting such offer.

B. Except as expressly set forth above, this Settlement is submitted on the conditions
that it be approved in fi.lH by the Department and that FERC approve in full the wholesale rate
settlement included in Attachment 3 and on the further conditions that if the Department does not
approve the Settlement in itg entirety or FERC does not approve the wholesale rate settlement in
its entirety, the Settlement shall be deemed withdrawn and shall not constitute a part of the record
in any proceeding or used for any purpose.

C Acceptance of this Settlement by the Department shall not be deemed to restrain
the Department.’s exercise of its authority to promulgate future orders, regulations or rules which
resolve similar matters aﬁ‘ecting other parties in a different fashion provided, however, that
approval of this Settlement by the Department shall represent an express grant by the Department
of a waiver for Eastern and Montaup of any rule, requirement or regulation promulgated by the
Department under existing statutes as part of it proceeding on utility restructuring that . are
inconsistent with the terms of this Settlement and the wholesale rate settlement. Nor shall this
Settlement be deemed to restrain the authority of the General Court to enact any law which would

resolve the matters covered by this Settlement in a different fashion.
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D. The Department approval of this Settlement shall endure so long as is necessary to
fulfill this Settiement’s objectives. In the event of future regulatory actions other than actions
required by legislative actions taken prior to the Retail Access Date or Ieg:slatwe actions after the
Retail Access Date which may render any part of thig Settlement ineffective, Eastem and Montaup

shail nevertheless be held harmless and made whole through rates to Eastern’s customers.

IN WITNESS WHEREOF, each of the Signatories has executed this Agreement intending

to be bound by its terms,
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EXHIBIT DTS-4
Eastern Edison

Transition Cost Adjustment Clause Tariff



M.D.T.E. NO. 363

EASTERN EDISON COMPANY
TRANSITION COST ADJUSTMENT CLAUSE

The Transition Cost Adjustment shall be a pass through of the cents
per kilowatthour termination charge that Montaup Electric Company
("Montaup™) bills to Eastern Edison Company ("Company”). The initial
termination charge shall be incorporated within the Transition Charges
established for each rate class and distributed among the several
components thereof at a level equivalent to $0.03040/kWh through
December 31, 2000, subject to adjustment for the Residual Value Credit
allowed by the Federal Energy Regulatory Commission upon the
divestiture of Montaup’s non-nuclear generating facilities as they
occur. Thereafter, the Transition Charges for each rate class shall
be adjusted by applying an Adjustment Multiplier each time that the
termination charge Montaup bkills to the Company changes. The
Adjustment Multiplier to be applied to the Transition Charges for each
rate class shall be determined by: '

1. Calculating the expected revenues from the application of the
new termination charge for the period during which the Adjustment
Multiplier will be in effect:

2. Calculating the actual revenue difference between the
termination charges paid and the Transition Charge revenues
received during the period beginning with the effective date of
the initial termination charge and ending with the effective date
of the new termination charge;

3. Dividing the sum of the foregoing revenues by the initial
termination charge revenues calculated for the period during
which the Adjustment Multiplier will be in effect.

The Adjustment Multiplier shall be expressed to five decimal places.

The initial Transition Charges for each rate class are as follows:

TRANSITION
RATE CHARGE
R-1 Energy Charge $0.03040 rer kWh
R-2 Energy Charge $0.03040 per kWh
R-3 Energy Charge $0.03040 per kWh
R-4 Peak Energy Charge $0.144068 per kWh
Off-Peak Energy Charge §0.01154 per kwWh
G-1 Energy Charge $0.03040 per kWh
G-2 Demand Charge $8.04 per kW
Energy Charge $0.00262 per kWh
G-4 Demand Charge $7.99 per kW
Peak Energy Charge $0.01788  per kWh
Off-Peak Energy Charge $0.00978 per kWh
G-5 Demand Charge $6.33 per kW
Peak FEnergy Charge $0.01743 per kWh
Off-Peak Energy Charge $0.01014 per kWh
Date Filed, February 25, 1998 Date Effective, March 1, 1998 for
Per Order in D.P.U./D.T.E. 96-24 delivery on and after March 1,

dated February 20, 1998. 1958.



M.D.T.E. NO., 363

G-6 Demand Charge $6.33 per kW
Peak Energy Charge $0.02219 per kWh
Cff-Peak Energy Charge $0.01490 per kWh

T-2 Demand Charge $8.32 per kW
Peak Energy Charge $0.02031 per kWh
Off-Peak Energy Charge $0.01221 per kWh

A-6 Demand Charge 56.45 per kW
Peak Energy Charge $0.01433 prer kWh
Cff-Peak Energy Charge $0.00714 per kwWh

H-1 Energy Charge $0.03040 per kWh

H-2 Energy Charge $0.03040 rer kWh

W-1 Energy Charge . $0.03040 per kWh

5-1 Energy Charge 50.03040 per kWh

Each adjustment of the Transition Charges for the Company's applicable
rates shall be in accordance with a notice filed with the Department
of Telecommunications and Energy ("the Department™) setting forth the
amount of the adjustment. The notice shall further specify the
effective date of such adjustment, which shall not be earlier than
thirty days after the filing of the notice, or such other date as the
Department may authorize.

The operation of this Transition Cost Adjustment clause is subject to
Chapter 164 of the General Laws.

Date Filed, February 25, 1998 Date Effective, March 1, 1998 for
Per Order in D.P.U./D.T.E. 96-24 delivery on and after March 1,
dated February 20, 1998. 1998,



